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VOL XII > JULY 1931 \ PART 1 


A FURTHER ANALYSIS OF THE STATISTICS OF 
TRADE UNIONISM AND TRADE DISPUTES 


BY 

K. B. Madhava, M.A. and V, N. Poornapregna, M.A., 

Mysore, 

Ihis paper g’enerally biiiigs up-to-date the information collect- 
ed ill two earlier papers*^ by one of us, and examines the data so 
collected wiih a view to find to what extent the conclusions arrived 
at m the previous papers are corroliorated, or contradicted, besides 

aK. B. Madhava : “ Trade Unionism,” Indian Journal of Economics, Vol. VTI, 
pp. 227-249 (referred to frequently in this paper as first paper). 

K, B. Madhava : “ Analysis of Trade Disputes,” Ibid., pp. 250—270 (refer* 
to frequently in this paper a# jth«j^ond^ai»^^ 
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including also certain aspects of labour statistics not previously 
(leult vvitli. 


PART A 

I. Extent of trade Unionishfw 

The extent lo whieh lahour nrg-aiiisat ion^^ liiKl spread dining 
the AA'ur and iiuniediately aftei* it as n^vealed hy aii inquiry special- 
ly eondiuted hy tlH‘ International Lahour Ofiiee was given in 
Table I of the first pa])er. Since then Tlie International Federatioti 
o( I'rade ('nions has been publishing their Year Books setting 
forth various particulars. ^ It is found that there has been a 
eoutiimou-s and considoraLlc*' deedine in uieinbervship sinee 1921, 
the eeonoinie crisis in I92d and later* years }ielievc*d to be contribut- 
ing lo it lo a large extent. About 1925 the dh’ade Union member- 
ship all over the' world stood at <i(i-4 millions, whieh itself was a 
clec'liiie of alxiut II ])ei cent over tlu^ jrevious year's estimates 
The extent to whieh 19 (‘ountries (for which full particulars are 
available) have been affected by this phenomenon may be exhibited 
by the ranks they occupy at the date<s 1920 and 1928. 

Oermany and Great Britain retained in 1928 their original 
lanks respectively of the first and the second places. 

Besides tlucsc, Belgium, Bulgaria, Canada, Hungarv and 
Netherlands also retained their original Tanks. 

Cs^echoslovakia, Denmark, France, (heeee, Eumania and 
Krinth Africa shittcMl their jihues by one. 

Sweden, Switzeiland and Austria ihi|)rovecl their ranks ton- 
si der ably at the ex|)ense of Spain, Netherlands, and Argentine, the 
last of which siifteied by no fewer than seven places. 


2 Extrnctp here given arc from the Year Books for 1924 and 1928. 
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Also the proportion of oroanised workers in each (ountry to 
ihe total jiopnlation therein is given in the following table (though 
involving the additional factor of the state of industrialization in 
each country) which is also interesting, revealing as It does that in 
(Icrmany and Britain the inoveinent has made considerahle ])ro- 
gress, whereas in Japan, and India, it is still in ii< initial 
stage. 


Table I 


(.%)untry 

Organised workers per t0()() 
total po]Kilation 

(h-^rmany ... 


153 

liritaiii 


133 

Bulgiimi 


yj 

Italy 


51 

France 


36 

Canada 

... 

29 

Japan 


2 

India 

... 

t 


11. The Comiiositiofi of Trade Unions. 

Against the statistics of Knghuid and (ierinany given in the 
finst paper we reproduce this time the statistics of ]^]ngland and 
Australia from which it will be seen that the distribution of 
membership generally follows the course of industiial occupations 
in the country. 
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Table II 

Tnule Union Membership in Enyland and Austria 



England : 1928’’ 

Austria 

1926 ‘ 

Industry. 


o 

W, 

Oi 

a, 

o 

<>5 

Oi 

0. .-H 

.2 

Q, CD 

•S'® 

O 

-is 

CO 

S 

0, ...4 


M c 

B xi 

i 4- 

23 

Percentag 
total in 

O o 

0; ^ 

(X. 

X c 

2 «o 

1 

0) -4^ 

Percentag 
total in 

1. Mining and quarrying 

667 

14 6 

13-8 

46 

6*4 

2. Metals, etc. 

698 

167 

154 

79 

0’3 

3. Clothing, etc. . . 

139 

37 

4 '6 

48 

6*6 

4. Paper and printing ... 

118 

31 

3T 

19 

2‘3 

5. Building ... 

306 

80 

62 

45 

6‘4 

6. Transport ... 

633 1 

140 

16‘4 

176 

207 

7. Textiles .. 

236 

6T 

9'2 

... 

... 

8. Other manufactures ... 

... 

... 

... 

147 

17-3 

0. Domestic servants and 
Hotels 

.*. 

.*• 


26 

8*0 

10. Pastural and agriculture 

... 

... 

... 

64 

64 

11. Others 

1.323 

34'8 

32*3 

202 

236 

Total 

3,809 

100 0 : 

100*0 

1 

851 

1000 


In view of the remark made in I regarding the general decline 
in inenibersliij) at the present time, the percentage composition in 
each imhistiy in 1921, dealt with in the first i)aper is now given 
in colnmn 4 of the above table. 

It will be seen that all induvstries are equally affected, as no 
serious disturbance has taken place in the distribution in general, 
the only significant departure being tw’^o-and-a-half points decline 
in textiles at the present date made up by the transfer to an equal 
extent into the group ‘ others,’ 

3 Bombay Labour Gazette : (abbreviated throughout B.L.G.). 

4 Commonwealth Year Book, 1927, p. 653. 
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In regard to India, or rather to Bombay Presidency, the divS- 
tributions according to the latest inforination now available, and 
the latest as at the first paper, are given in Table III.^ 

Table III 


The Numher of Trade Unioan and Their Strength m 
B o mhay residency 



Quauter 
ENDED 30th 
June, 1926 

( 

Quarter ended 
HOth March, 
1980 

Percent- 
age TO 1926 

total 

1980 

Industry 

c 

'c 

Member- 

ship 

IT nions 

MernV)er- 

ehip 



1. Posts and Tel(‘gra- 
phs 

26 

6,212 

32 

9,167 

O-O 

6*3 

2. Textile ... 

12 

24,645 

12 

24,272 

38'0 

I6’8 

3. Railways and Tram- 
ways. 

7 

17,481 

19 

6H,3J8 

271 

43*9 

4. Sea Men 

2 

14,407 

3 

29,834 

22*4 

20*7 

6. Port Trust 

... 

... 

5 

8,002 

1 

4*2 

6. Engineering 

2 

874 

1 

499 

1*4 

0*3 

7. Government Offices’ 
clerks, peons, etc. 

2 

6.37 

14 

7,388 

1*0 

6*1 

8. Miscellaneous 

2 

326 

1 

3,909 

0’5 

2*7 

Total 

63 

64,672 

1 

j 94 

1,44,409 

100*0 

100*0 


It will be noticed from this table that the total membership 
increased by 124 per (rent, this being shared very evenly among 
the several iiidnstries. The two important groups of Unions also 
tell different tales. Railwaymen membership has increased by 
262 per cent, thereby seizing for itself the largest share (4t'l 9 
per cent) in the trade union membership now, from the Textile 
Industry which held that place in 1926 (with 38 per cent). This 
industry, generally speaking, has suffered badly (even as in Eng- 

6 The statistics relating to Tables III to VI have been compiled from the first 
paper, and also B.L.G., May 1930, pp. 902 and also 9‘2B — 962. 
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laud) by keepiu^* both the miiube-r of Unions and their total 
streji^^'th netiily the same ms in 192(1, iind liaving thus failed to 
.share in the ^^eneral inerea-se. iVot that if did not have any liapjjen- 
ings in the interval; in Dcaconber 192H its membership vastly in- 
creased, mainly ihrough the activities of the now fainous (iirni 
Kanigar Union, and again at the ])reHent date it has eoine down 
as rapidly on that Union tailing to fimetion. 

Another featnrcr, though not so ssensational, is the large increase 
in numbers as well as in proportions, in membership among 
'■* (lovernment Offices’ elerks’ and peons’ ” Unions, 

III. CoiKsentration of Membership. 

The variation in meinbershi]) may now l)e examined accoi’ding 
to its concentration in Unions of certain sizes. Table IV gives 
comparatively the lelevant statistif s at the present date and as at 
the time of the first jjuper (omitting the Indian Seamenfs TTnion 
in both the cases for the reasons stated in the fii’st j)aper). 


Table IV 

( 'o nreiitratio n of M e mher.shi p 


SizK OF Unujn 

Both JiFKE, 1026 | 

BisT March, 1030 


O) 

c 

— 


cn 

a 

’Ti 


o 

-a 


o 

3 

"o 


"c 

n) 


'd 

ffi 




Oj 


t. 

0,. 1 
s:> 



o 

Ih 

a> 

e 1 

(V 

bo 

o 

t.. 

E 

0) 

b)C 

cS 


JD 

s 

n 

S 

CJ 

e 

1 

"d 

1 ? 

( 'J 


S 

O 


:3 

o ! 

m 

ch 




Oh 


H I 

Oi 

ITnderoO 

4 

161 

0*3 

3 

113 

O'l 

60— 100 

! 6 

460 

0 0 

4 

205 

0'2 

100— 2M) 

7 

1 1,012 

ro 1 

19 

261 1 

2*1 

2'0-?^(K) 

to 

2.436 

4 ‘6 

15 

3.637 i 

3 0 

BOO— 600 

6 

2.327 

4*4 

14 

6.760 , 

4'7 

600-1000 1 

3 

tJ42 

H3 

10 

13.803 

11 4 

1000-2000 

5 

7.682 

14-2 

7 

H.Ofl 1 1 

7 '4 

2000-6000 

(> 

16,107 

! HO’I 

3 

7,126 

r/0 

5000 tiiiO 

3 

21.260 

400 

6 

70,109 

66 '2 

(Not) ) 

(2) 



«3) 


Totttl 

60 

63,166 

1 lOO'O 

00 

1,21,387 j 

1 100 0 

% 


j 
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Two ]'oiiits intlior (‘()!is])ieiioiiHlv from tliis table. First 

is the significant incnrase in the group of size nOO' to 1,0(H} mem- 
hers, but this is owing to the foiinatioiK within tin* interval, of 
no fewer than 12 among the IJ] Unions now enumerated under 
tliis grou]>. Th(‘ s(HM)nd featuiH^ is the ])henomenal increase in the 
last grou]) — Unions of over o^XMl membershij) and this however can 
be tinted to a diflercuit, and ])rol)abIy more satisfactory causes, 
viz., the normal growth of old Unions fornuMt juior to 1921; this 
feature thercibre also accounts for the migiatloll of a |)ro])ortionate- 
ly larg(^ shai(‘ from tlu’ group just smaller in slz(\ viz., of 2000--* 
5000 nuunbersh ip. 

IV. Financial. 


Table V 

/i5//c.s* i}f Monihhl 


Kale of rnonihly 
sul)'cri[){ ion 

No. of Unions 

doth June, 1921) 

a 1st March, 1980 

1 anna *«* ••• 

0 

2 

2 annas 

2 

0 

4 annas ... 

22 

88 

8 annas i 

1 

14 

2 to 8 annas (varying 



according to statins ol 



member) 

28 

22 

8|)ecial ... 

5 j 

To 

Not given 

... 

2 


55 

94 


From Tal)le giving the fref[uency distribution of the rates 
of Hubscription, it would appear that 8 annus subscription rate has 
uow^ become popular, while, keeping at the same time, tlie 4 
annas rate a.s frequently as befon' (in about 40 jier cent of the 
V nions) . 

It is worthy of notice that while membership has inct eased 
by 124 per cent the receiids and expenses of the Unions have both 
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increased by about 192 per cent. Details in this connection are 
usually furnished in foreign reports of Trade Unions in regard to 
sources of income, and the channels of exj)enditnre. Thus, for 
instance, from the report of the Chief Registrar of Friendly^ 
Societies for 192H we find that £9-9 million were collected by 567 
Unions out of whidi £7-2 million were collected from members, and 
£21 million came from (lovernment (towards unemployment 
ii»surance and administration for expenses), the balance being from 
other sources. Of this £88 million were expended, the largest 
share, £5*5 millioii ])eing given away in various unemployment, 
su‘kness, accident, funeral, superannuat ion, migration and dispute 
benefits; and £8 8 million being spent on manageTuent and other 
expenses. Such a slatement showing the utilisation of funds of the 
Indian nnious would have bf^en extremely interesting, and in its 
ahseme we content ourselves by comj)iling the availalile data as in 
the following table which may b(^ compared with the tables given in 
the first i^aper to ascertain the extent to which range's of leceipts 
and expenditure have altered in the interval. 

Table VI 


Uecei^U and Expenditure as at 3Ut March, 1930 



Receipts 

Expenditure 

of arhounts 






No ol 


Nu mh( r 



U nions 

t'otal amount 

ot 

Total amount 




Unions 




Rs. 


Rs, 

Not r (‘Pelted .. 

16 


l9 


Less than Hs. 10 

6 

300 

lO 

fii 

Hs. 10 and lis. 60 

22 

«2H 

20 

H32 

Rs. 60 and }?8. 100 

12 

84t 

1 1 

708 

Hs. 100 and Rs. 200 

16 

2,081 

10 

1 416 

Bs. 200 and Ks. 600 


1,886 

9 

3 161 

Rs. 600 and Rs 1,000 

7 

14,696 

4 

2,679 

Over Rs. lOOO 

... 

17,676 

11 

16,879 

Total 

49 

87,741 

94 

26,425 


6 From the tetaila furnished in the B.L.G., June 1930, p. lOfiO. 
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V. Growth of Membership. 

Under normal circumstances the factors influencing* member- 
ship and the actiyities of Trade Unions were stated in the first 
paper to be ‘‘ political, economic and social/^ and the variation 
in actual recorded Membership in Trade Unions in IJombay Presi- 
dency wa^s there studied quarter by quaiter from June 1922 to 
June 192G to deteiniine if there was any simple lav^' that would 
ai)tly describe the growth. It was found that membersliip showed 
a secular increase and not mei(‘ly that, but that the increase had 
also an accelertitive tendeiuy. In fact a second degree parabolic 
curve, having a high degree of fit was calculated and the values 
expected by that formula were also stated on page 242 of the first 
I»aper. It is of course very difficult to use such formula:* for prog- 
iiasticating piir])Oses, for in the future stfveral factors not taken 
into recognition may suddenly crop up and disturb. Such things 
did happen more than once during the period that havS 
now passed. An unprecedented expansion among the organisation 
of textile workers in Bombay City did take place which accounted 
for an abnormal increase of 69-29> per cent during the fourth quarter 
1928, sending up the total membership of about 117 thousand 
in September 1928 to round about 198 thousand in December 1928* 
One particular Union, viz., The Bombay Girni Kamgar Union, 
which played a i)Tomiiient pait in the labour uiircst dining October 
1928 shot up its strejigth from 824 to 54, (KH) and ()5,(HKy. 
Soon enough l)y the first (piarter of 1980 theie was a large 
fhll due according to official reports fo “ an unprecedcntal 
fall in the membership of the Girni Kamgar Union from 54,(HH1 
to 800, immediately following the unsuccessful termination of the 
general strike of 1929 in the Bombay Textile Mill industry and 
the subsetiuent withdrawal of Bombay Mill Owners’ Association 
of their recognition of the Union; and all round decrease in tlie 
membership of the other textile labour unions in Bombay (h'ty 
F. 2 
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exc‘e])t the Boruhiiy Mill AVoi'kers’ TTiiioii, also due to the failure 
of 11)29 stiike.’^7 

l^esides these there wun another al)ru[)t rise eontnbutiug for 
an inerease of over KJ ]>(n‘ cent during* March — June, 1928. In 
these eircuinstancf's tlie nominal continuation of the foriniila al- 
ready obtained for tesiin^* each individual value would be subject 
to seveie strain. But in vit‘vv of the partial adjustments that took 
])lace durin;^ Ihe first quarter of 1980, the latest figure available 
is yet in conformity with the value that may be obtained by an 
algebraic extrapolation in the last formula, viz., against 158,541 
cx])ected, the actual membershi]) is 144,409 at the end of March 
1980; this invfdves an eiror under (i j)er cent and lies within the 
limits of variation assigned for that foiumila. As, however, the 
growth up to Decemlnu* 1927 wa-s nonnal, the op])ortui)ity of the 
additional figin'es available from June 1929 was availed of to revise 
Ihe equation of the curve of fit. This was also a parabola of the 
second degree, its ecpiation being 

Membership = 50,979 + 1524 / + 178 

where t re])resents the interval in quarters of an year from March 
1925. 

8'able VII reproduces the recorded membership together with 
those resulting out of the two formula. The standard error of 
estimate of the present formula is 8049 against 8040 of the previous 
formula gmf the departure at the latest date for which statistics 
are now available is a deficit of 0,240 in membership which is only 
4 14 ];er celit. The outstanding conclusion of all this is that ill 
spite of tlies(» jdienomciial disturbances in the interval, one Way 
as well as the other, the growth in membership retains its consti* 
lution in coiifornniy with the original law associated with it 
(see Tig. 1). 


7 B.L.G., May 1980, p. lOl. 
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Table VII 


Bombay Trade Uhuju.s: (Trotrfh o/ M embersJi i/) 


Quarter 


Ah recorded 

Estimated 
l>y the 
previous 
formula 

1 

I EsliiTnaied by 
the present 
formula 

June 1022 


57.9)4 

55,860 

55,148 

September 1922 

... 

52,770 

53.521 

i 53,03! > 

December 1922 

... 

51,472 

61,548 

! 61,276 

March 1023 


48,609 

49,941 

1 49.856 

June 1923 


61.276 

48.700 

48,788 

September 1923 


41,046 

47.825 

1 48,063 

December 1923 


46,037 

•17„316 

47.684 

March 1024 


48.502 

47.173 

47.051 

June 1924 


49,729 

47.B96 

47,964 

S(‘ptemht‘r 1924 


47,242 

47.985 

48.623 

December 1924 


52,227 

48,940 

49,628 

March 1925 


61,625 

50.261 

50.979 

June 1925 


58,59) 

51,948 

52,676 

September 1925 


54,175 

64,001 

54,719 

Dee.emher 1925 


49.818 

6.5.420 ' 

57,103 

March 1920 


59,544 

59.205 

59.843 

June 1920 


64.572 

62.356 

62,924 

September 1920 

... 1 

72,411 

65.873 

66,36 1 

December 1920 


74,876 

1 69,756 

70,124 

March 1927 


76,602 

1 74,006 

74,243 

Jun(> 1927 


76,847 

78.620 

78,708 

September 1927 


81,107 

83,601 

83,519 

December 1927 


87,:'>40 

88,948 

88,676 

March 1928 


95,821 

94.661 

94,179 

June 1928 


111.320 

100,740 

100,028 

September 1928 


117,004 

107,186 

106.223 

December 1928 

... 

198,072 

113,996 

112,764 

March 1929 


200,326 

121,173 

119,651 

June 1929 


190,186 

128,716 

126,884 

September 1929 ... 


193,335 

136,625 

134,463 

December 1929 


196,748 ■ 

144,900 

142,378 

March 1930 


144,409 1 

153,641 

150,649 

June 1930 



162,548 

159,266 

September 1930 

... 

... j 

171,921 

168,229 

December 1930 


1 

1 

181,660 

178,538 


We iiiJiy now state in eoneluding' this part that paitly with 
a view to illustrate the remark made in the opening* paragraph of 
thivS paper that the cluiracteristie feature of the post-war period 
has been the g’radual decline of trade union membeiship, and 
paitly also with a view to determine how closely the same parabolic 
law of growth accords with the .statistics of other countries, the 
recorded members in the Uiiions in Great Britain and Northern 
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I rela ud hIuco 1914® have been set forth in the aeeompaiiyiug table 
with tliose estimated by a parabolic ecjuation side by side with it. 
The parabola it will be observed leacluid its acme by 1921, from 
which date tlieie has been a eoiitinual decline. Incidentally also 
from the data available iu that source, the share of women mem- 
bership compiised within the total has been ealciilated and set 
down ill column 4 of that table, from which it will be noticed that 
after a fairly rapid growth in the beginning and the sharing of 
the decline above referred to in the aggregate meiubership, the 
percentage now stands a.t about Kir). 

Table VITI 


Trade f ititrn.s in (■} r(‘at lirlUtmi and Northern Ireland : 
G ro irt li of M e m h e rs h ip 


Year 

Perorded 
rnenibership 
(in thousands) 

Estimated from Iho 
formula M = 6654*69 

4 0 07^*-52'6994 t.. 

Peroentago of 
Women in 
Memtiership, 

1914 

4145 

4072 

10-5 

1915 

4359 

4757 

12-3 

1916 

4644 

5337 

135 

1917 

5499 

5811 

160 

1918 

6533 

6180 

18'5 

1919 

7926 

6444 

167 

1920 

8339 

6602 

16-1 

1921 

6624 

6655 

15'2 

1922 

56 1 6 

5602 

16 T ) 

1929 

6420 

6444 

15-1 

1924 

5535 

6181 

141 

1 925 

5497 

5811 

15’2 

1926 

5209 

5337 

15-6 

1927 

4918 

4757 

16-1 

1928 

4799 

4073 

16*5 


8 Extracted in tlie Bombay Labour Gazette from the Ministry of Labour 
Gazette for October 1929. 


represents intervals in years from 1921. 
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PART B 

We now pass on to an aJialysis of trade disputes whicli formed 
the subject-matter of the second paper. 

Numbers of Industrial Disputes. 

The outstanding feature of this period is stated to be one of 
eomparative quiescence in the history of the Industrial disputes. 
The following statistics well justifies this observation : 


Table IX 

Index Numherfi of Trade Dhpnfes (Base ijear 1U2T) 


Year 

IT. S. A.'" 

( ir(‘ai 
Britain’ ’ 

Australia’ * 

Ind ia* ^ 

1 

jBoniliay ’ * 

1 

1910 

1 59 





1917 

186 





1918 

140 





1919 

152 





1920 

143 

211 




1921 

100 

100 

100 

100 

100 

1922 

46 

76 

71 

70 

93 

1923 

65 

82 

44 

54 

70 

1924 

52 

93 

81 

34 

88 

1925 

54 

79 

80 

34 

45 

1926 

40 

42 

58 

32 

37 

1927 

80 

40 


32 

85 

1928 


40 


51 

71 

_ 1929 

1 

55 


36 

45 

Mean 

a rnuitipie 

514-8 

45T2 

195'0 

9l'8 

number for 

of 31-6 





1921 — 1929 







9 Industrial disputes in India, 1921 — 28 : Bulletin of Indian Industries and 
Labour No. 43, p. 10. 

10 Calculated from the data in B.L.G., December 1928, p. a58. 

11 B.L.G., April 1930, p. 810. 

12 Commonwealth Year Book for 1926 and 1927. 

13 Special Publication and B.L.G. , April 1930, p. 829. 

14 Special Publication and B.L.G., April 1980, p. 829. 
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There is a gradual decline in all the cases, varying fioni about 
three times as much in the United States of America and about two 
li5 two-and-a-half times as much in the United Kingdom, and 
India, and Bombay, as there is in Australia. 

Ceneral Conditions. 

In regard to the ^ general conditions ' arising in trade disputes 
the conclusions in ihe second pai)er are still maintainable. The 
results of the analysis of essential statistics are produced below: 

Table X 


C(rtn [Hihitive Fifjures of Dm at ion on Part of Trade DUpates 



Entikk ceriod foe which 

STATISTICS IS AVAILA BLE 

Years heoaeded 

1 ABNORMAL 

Country. 

Years, 

1 

Average No. of 
persons in a 
strike 

Average duration 
of strikes in 
days 

Years 

j 

i 

Average No. of 
persons in a 
strike 

Average duration 
of strikes in 
days 

Great Britain 

15)21—29 

N ini' yea/s. 

-j 

1604 1 

1 44 

1921 and 
1926. 

4138 

56 

Australia 

1921—26 
Six; year.i. 

296 

8 

... 

... 


India ... 

1921—29 
Nine years. 

1874 

26 

1924-25; 

! 1928-29 

F our years 

2654 

40 

Bombay 


1618 

43 

•» 

2929 

61 

Rest of India 


2100 

14 

11 

2404 

17 


Thus we again find that strikes are relatively more frequent 
in (treat Britain (and naturally so in view of her vast industrial 
activity), but both in exttmt and in duration the conditions in Jpdia 
are nearly the same as in that country. To what extent this con- 
clusion is coloured by the influence of Bombay may be gathered 
from the fact that the average duration diminishes from atmut 43 
days in Bombay to only about* 14 days in the rest of India. These 
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t(atines are likely to be exag'gerated by the jnevalence of a few 
important striked of loiio* (biration, or a few alniorrnal years, lie- 
statinj^- the case by ( *0111111 in o- to these abTiormal years we notice 
that in tliese years the a\’era«e (‘xtent of a strike in (Ireat Britain 
is as imuh as 4,138 against 2,9'21> in Bombay, but the average dura- 
tion in the latter is longer by at least six days than the former. 
The first feature reproduc(\s the vastness of certain national indus- 
tries ill the Tinited Kingdom and the second is likewise significant 
of a speedier settlement attempted in that country. 

Industries Affected. 

Tills suggestion leads us to an investigation of the incidence 
of (‘xteut and duration of trade disputes in the various industries 
of the count ly and to ascertain tin' relation tliey bear to the total 
labour (unployed in eacli of them. The accompanying table gives 
the statistics for India from which we notice that arranged in 
diminishing dimension, tlie order is ‘ cotton and woollen mills/ 

‘ Kngineering worksho])s,’ ‘ Railways,’ ‘ Miscellaneous groups,’ 
and lastly ‘ Mines ’ and ‘ Jute mills ’ with about the same length. 


Table XI 

Duration and Extent in Various Industries 


Tnd uBtry 

Average 
dural ion 

A vt ra ge 
extent 

Percentage 

of 

disp litres 

Percentage 
of labourers 
(factory) 

and Wooll(‘n Mills 

42 4 

1710 

4()'5 

32’4 

Jiiti- Mills ... 

8'8 

6140 

12‘4 

251 

lOn^nneiring Works 

3?’9 

1260 

5*3 

5 ’0 

Hliilways 


1 2888 

4‘6 

4 *8 

Mines ... .4. 

8*5 

1 1015 

1-8 1 

4*0 

Mificellaneous 

12(i 

754 

29 0 1 

281 

^i'otal luinihef 


... 

1739 1 

1,494,968 


Judged by the average lUiinber of strikers involved in a strike, 
we find that the ‘ extent ’ is largest in jute mills standing at about 
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5,140 workmen, Railways coming next with 2,888 and eotton tthd 
woollen workers thereafter with a figure of about 1,710. The 
order among the other three is ‘ Engineering ’ first, ‘ Mines ’ 
next, and ‘ Miscellaneous ’ la^st. Though the first result in regard 
to duration is in obvious accordance with well-known facts, it may 
be stated in explanation of the second that according to the Fac- 
lories Report of 1925 the average number of workers in jute mills 
was 3,880 and in Railway workshops (of which there were only 
(i5) 1,()99 against cotton mills of average size of 1,117 members. 
This naturally explains the tendency to increase the extent of a 
strike in any industry, as when it is incident upon particular 
factories in it, the number involved tends also to increase. By 
freciuency of (iisputes, textiles again regain the predominant share, 
a share which by comi)aiison with the percentage of factory labour 
emj)loyed in the industry stated in column 5, is ceitainly ])repon-‘ 
derant almost entirely at tlie expense of jute industry, which must 
therefore be considered relatively a ciuieter industry. In fact in 
the other groups of industries there is almost a perfect equality 
between the two proportions. Reviewing a similar situation in the 
mining, metal and other industries in Great Britain (which simi- 
larly were responsible for a 'greater proportion of stoppages than 
the size of the industry warranted) a writer^^ remarks that to 
those interested m the establishment and the maintenance of in- 
dustrial peace, such figures call for an examination of the economic 
(irganisation and tlie psychology of outlook of the Workers and the 
em])loyers in the various industries. 

Causes. 

With re>^pect to causes of strikfete certain definite and signi- 
ficant conclusions were reached in the second paper leading the 
author to suggest to strike sanitarians to specialise m preventible 
diseases.^’ We shall briefly review here the statistics now avail- 
able and presented in the following table. 


15 “ Economist/’ December 18, 1926. 
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Table XII 

Disputes accorddng to causes in India compared with 
United Kingdom, Australia and IrelaruP^ 



India 

(1921-29) 

Bombay 

(1921-29) 

Rest of 
India 
(1921-29) 

Australia 

(1921-26) 

United 
Kingdom 
(1910-24) j 

Ireland 

(Four 

years) 

Disputes arising 

<Z) 

0) 

-4^ 


cn 


m 

<Lj 


06 

03 


ro 


o 


out of 



:: 


'S 


’ 0 


"d 






0) 

00 

& 

(B 

<33 

be 

CtJ 

A 

cn 

<33 

be 

A 

cn 

33 

be 

A 

ce 

<V 

be 

A 

CD 

CD 

(IC 



cd 

X! 

x: 

cd 

XJ 

S ' 

X3 

0 


0 



0 



•»-4 

0 


0 


CS 


0 


O 

0/ 

o 

o 

CU 

o 

0/ 

p 

o 


o 

03 

o 

O 

03 

O 


d 

lUt 

<V 

6 



a» ' 

d 

cu 

d 

£ 

d 

14. 

03 



Ph 

1 ^ 

0- 

1 

3U 


! 


a- 

5?4 

CL 

Wages (W) ... 

783 

45 

346 

42 

! 437 

48 

762 

28 

8777 

66 

184 

44 

Bonus (B) ... 

141 

8 

85 

10 

1 

56 


... 



... 

42 

10 

Personal ( P) 

399 

23 

223 

27 1 

176 

19 

765 

28 

2071 

16 

93 

91 

causes 

()7 

4 

25 

3 

42 ^ 

5 

066 

21 

1321 

,o| 

47 

U 

Leave (L) and 













discipline. 
Miscellaneous (?) 

349 

20 

143 

18 

^^206 

22 

643 

20 

1213 

9 

1 66 

13 

Totals 

1739 

IlOO 

1 

822 

100 

017 

jlOO 

2703 

100 

1 

33S3 

100 

l42i 

too 


As a result of tlm above iable it w ill be seen tluit the essential 
conclusions of the second paper, are repiodnced again without 
modification, viz. — 

(1) that a greater j)roportion of sto])pages is due to causes 

traceable to wage disputes in the United Kingdom 
than in India, Bombay, Best of India and even 
Ireland; but as between these areas themselves the 
force of that factor is not significantly different, ** 

(2) this finding is also maintainable if it is preferred to 

combine bonus with * wages * in view of the facts that 
Bonus disputes are not scheduled sei>arately in United 
Kingdom, 

V . 

Survey Industrial Relations, H. M. Stationer Office. 

P. 3 
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(3) that the iiicifleiiee of j^trikes on account of '' personal ^ 
causes in each of the areas, India, Bombay, Rest of 
India or Ireland, is not ‘ signiiicantly ’ different from 
each other, but in these countries it is significantl5^ 
larger, and more frequent when compared with the 
same cause in the United Kingdom to such an extent 
us will persist, from a statistical point, even when 
observations are exteiideMl,*^'^ 

(4) Australia however seems to be totally different from the 
others in revealing a feature wherein nearly equal pro- 
portions are tiaceable to each of the causes. 

The data for India in general were fuither analysed with a 
\iew to as(autain whether there was any alteration as time went 
on in the incidence of the individual causes, but it was found that, 
except in the class Bonus where in the first two years 1921 and 
1922 there was a significantly larger number of strikes, there were 
!!(> differences among the others w’^iich could be considered signi- 
ficaiit or as outside the limit of divergence allowed by statistical 
theory. In regard to Bonus, howu^ver, it has further to be stated 
tjiat hardly any are reported an the later years, and probably there 
ivs also a nierc^ change in the classification in the official records 
bringii)g into line with the form adopted in British reports where 
no explicit mention of Bonus disputes is made. In rc^gard, 
however, to the incidence of causes in diff'erent industries there 
are conspicuous divergences; for instance, relatively large pro- 
portion c)f wages in Engineering, Miscellaneous, and particularly 
Mines (where this cause claims as piany as 90 per cent of disputes) ; 
and ' also relutively more frequent .stoppages arising out of personal 
c ' , ■ . . . - ' ■ 

j .17 “ This statistical vierihcation it was daimed in tl;^ secomi paper, “will 
ji;stify the note ‘ personal ’ includes disputes over demands for the re-instatement 
o^’lhdivihials dismissed from service by employers. Such disputes are very common 
in industrial concerns in India and are believed to be without parallel, as far 
as numbers are concerned in any part of the world “ and not induce one to 
brush aside such condemnatipn as due to the bias of the official mind/’ 
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causes among liailway, jute mills and cotton and woollen 
mills. But in this way we are entering into the problem of asso- 
ciation between two factors connected with a strike, which will 
be dealt with at a later stage. 

It is of some interest to determine whether during the nine 
years that are included in this survey there has been any variations 
in the incidence of each cause. The follo\A’ing table of percentages 
in each year has been examined for inter- and intra- class Vijriations, 
and it w^as found quite naturally that then’ was more characteristic 
variability as ladwe^en the yc’ars, than within the causes in the 
years. 


Table XIII 

Percciifaf/e of IHs/nftes hy Canines from Y ear to Y ear 


Year 

Wages 

Bonus 

Personnel 

h cause 
& 

Hours 

Miscella- 

neous 

1921 .. 

42 

19 

17 

3 

19 

1922 ... 

46 

11 

18 

7 

, 

18 

1923 ... 

46 

7 

25 

4 

19 

1924 

40 

5 

24 

1 ^ 

28 

1926 ... 

49 

4 

26 

0 

21 

1926 ... ..j 

47 

3 

24 

9 j 

17 

1927 ... 

47 

0 

28 

4 

21 

1928 ... 

64 

0 

22 

1 3 

21 

1929 ... 

1 

39 

1 

40 

' ^ 

19 


On combining' Bonus strikes along w ith those due to ‘ Wages 
we found from a different point of view- that there was the same 
degree of variability in the (xiuses, “ Personnel,^’ “ Miscellaneous,’’ 
and their combined group, but that the grouj) leave hours, dis- 
cipline, etc.,” exhibited a differential relation. These last, how^- 
ever, are just about 10 per cent of the total. This conclusion 
stated otherwise is, that at least in 90 per cent of the strikes, 
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the causes of strikes do not in any selected year vary to an extent 
which is comparable with the liability of that particular year to 
expose itself to the aggregate number of strikes. 

Results of DiSfNites. 

Proceeding to the outcome of disputes, we are in a position 
to re-affirai the essential conclusion arrived at in the second paper, 
viz., that Indian disputes fjre less successful in outcome than 
those in England. The following table in which the statistics as 
now available are given justifies this conclusion, and enables us 
to mt^ke the following additional remarks. The analysis has been 
as before to ('oinpute the chance P of each of the three classes of 
outcome in eveiw area investigated and to determine how the 
differences in any pair of values of P compare with the probable 
error of that difference. 


Table XIV 

No, of Dupiites hy Outcome, Compared with United^ Kingdom 
Australia and Irelaftul 



India 

1921-29 

1 

Bombay 

1921-39 

Rest OF 

1 India 
i 1921-29 

Austra- 

lia 

1921-26 

United 

Kingdom 

1910-24 

Ireland 

FOUR 

tears 

Results 

Total No. of 
disputes. 

Percentage to 
total. 

Total No. of 
disputes. 

Percentage to 
total. 

Total No. of 
disputes. 

Percentage to 
total. 

Total No. of 
disputes. 

Percentage to 
total. 

Total No. of 
disputes. 

Percentage to 
total 

— p* 

3-2 

Percentage to | 
total. 

Success 

286 

16 

169 

21 

116 1 

12 

632 

24 

8464 

26 

94 

28 

Oo in p r O' 
mise 

291 


84 

10 

207 1 

j 

23 1 

430 

16 

4093 

44 

151 

37 

Failure 

163 

67 

661 

69 

693 

64 

1637 j 

60 

6946 

80 

164 

1 

40 


While as stated above the conditions in India differ essentially 
from those in United Kingdom the extent to which there are 
differences in the nature of the outcomes in Ireland and Australia 
are not so conspicuous. There is, however, a relatively larger 
proportion of compromises in Ireland. Now as between Bombay 
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and the rest of India it is Bignificant to note that while the pro- 
portion of failures is not statistically significant, there is a larger 
share going to success rather than compromises in Bombay than 
in rest of India. Stated in other words, if a strike is not a failure, 
it is more likely a success if in Bombay, and more likely a com- 
promise if outside. In fact there are roughly two successes for 
each case of comx)romKse in Bombay when as in the rest of India 
the hapj)enings are nearly reversed. 

The outcome of strikes in the several industries can be seen 
from the following table. The general conclusion is that the 
results are ically differential and this niattei* will be dealt with 
when we examine later on the association l)etween the several factors 
in a strike but it will be seen (1) that stiikes in jute mills, Railway 
and Mines end more often in failures, (2) that in these as well as 
in Engineering works successes are very few iiuhnnl, (8) that al- 
though relatively largest number of successes is found in cotton 
textiles, disputes in the miscellaneous industries are^ settled more 
frequently by compromise. The last remark throws some light 
on the obseiwation made a little earlier in regard to the larger 
proportion of vsncc^ess met with in Bomlmy as a whole. 


Table XV 

Percentage of Trade DLspates in Each I nd^iistry Ity Their Outcome 


Industry 

Success 

Compromise 

Failure 

Cotton and Textiles ... 

20'2 

ir3 

68*6 

Jute 

7*6 

12*1 

F0 4 

Engineering Works ... 

8*8 

25-3 

65-9 

Railways 

7*7 

17-9 

74-4 

Mines 

0*0 

226 

77'4 

Others ... 

18*2 

26-3 

66*5 


The variation of these results in time is best seen from diagram 3 
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Imsed on the data given in Table XVI. The comparative jwrtion 
of the situation in Great Britain is also indicated in the same 
diagram. It may be stated that in India generally speaking failures 
have tended to decrease. Also siiiccesses too have tended to decrease 
slightly by a measure about half as much as the rate at which 
failures have tended to diminish. These diminutions have together 
contributed to increase the jiroportion of compromises.^^ 

Table XVI 

Percentage Distrihation of Trade Dhputcs hy Their Outcome 
from the Year 1921 in India and 11)10 in United Kingdom 


llNiTKn Kingdom I India 


Year 

Success 

Compro- 

mise 

Failure 

j ' 

Success 

1 Compro- 
j mise 

Failure 

1910 

25’7 

38-0 

36*8 

1921 

23 6 

22 3 

64*1 

1911 

25 ’3 

43*4 

31*3 

‘ • 

... 

... 

... 

1912 

27 6 

427 

297 

1922 

12*4 

91 

78*6 

1913 

29 1 

45*6 

25*4 

1923 

160 

9*0 

76*0 

1914 

247 

419 

334 

1 

1924 

17*4 

169 

66 7 

1916 

20-3 ' 

84*6 j 

46*1 

1926 

12'8 

20-3 

67-0 

1916 

22'9 

60*8 

26 3 

1926 

9‘4 

9’4 

81-2 

1917 

314 

46-6 

22 0 

... 

... 

••• 


1918 

29-9 

470 

23- 1 

1927 

11-9 

25*4 

f ) 2‘7 

1919 

25*5 

61-9 

22’6 

1928 

138 

20*9 

66*3 

1931 

19-9 

38’8 

4 r 3 

1928 

22*5 

19*6 

680 

1922 

198 

42'2 

88'6 

... 

... 

[ 


1923 

29-8 

411 

29 1 



... 


1924 

23’0 

43-9 

43-9 

... 

... 

... 


For the 
e I) t i r e 
period. 

26 

44 

80 

For the 
entire 
period. 

166 

16*8 

66*7 


18 The equations for the trend for United Kingdom and India work out as 
follows : 
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A writer in the Economist of June 192&^^ states: “ The growth 
of a spirit of compromise is ea^sily comprehensible. Modern organi- 
sation of employers and employed facilitates round-table methods, 
and as each set of negotiations has been usually to secure the 
satisfaction of the agreed terms by its constituents, the insertion 
of ^ face-saving ^ clauses is both natural and desirable.’^ This 
would seem to maintain that strikes are not after all futile and 
the review in the same paper, of December 1921)20 emphasises this 
j)osition though stating it differently. ‘‘ It is of course a hypothe- 
tical question whether the results would be substantially the same 
if the dispute had been settled without recourse to the strike or 
lockout. It is, for example, open to aTgument that if there had 
been no strikes the results would on the whole have been as 
favourahle to the worker as they proved to be after a stoppage, 
(ui the other hand, it is equally a matter for tirgument that without 
a stoppage or by resort to other methods, the ])roportion of the 
stoppages which terminated in favour of the emj>loyers might 
have swollen the percentage of settlement — by compromise.^’ 

Methods of Settlement. 

In the statistics of other countries it is usual to classify settle- 
ments ]>y the methods adopted to settle the disj)utes and in view 
of the legislation about trade disputes now going on in this country, 
we think it desirable that official reports should furnish these data 
in future. 

India (Origin 1925) IJ. K. (Origin 1917) 

Percentage of successes 16 — *29tj 26 — ‘2 It 

It compromises 17 — ’89t 44 f*12t 

„ „ failures 67— ’60b 80 + ‘09t 

In the United Kingdoi^i too, compromises have tended to increase (though with 
a diminished secular trend) and successes have tended to decrease (with about a 
rate almost equal to that in this country). Where the experiences of the two 
countries seem to differ is in the proportion of failures — United Kingdom tending 
to show^ a very slight increase whereas India tends to show that failures are 
becoming relatively fewer. This is as it should be seeing that even with these 
fuilures "India constitutes as high a proportion as 67 per cent. 

19 Extracted in B.Ij.G., July 1926, p. lOBl. 

20 Extracted in January 1927, p. 411. 
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DuratiofU 

We may now pass on, however, to the duration of strikes. 
The method arrived at in a previous part of this paper of stating 

the averat»e duration by division of certain aggregates is liable for 
considerable distortion of actual experiences, because of the in- 
fluence exerted by some large national strikcvs, or certain long- 
drawn ones. A regular frequency distribution would put the 
matte^r from a sstatistical point of view more accurately. But in 
view of Indian statistics being available in broad categories, a 
detailed analysis of the following figures has not berm made. It 
will be seen, however, that v^hereas 55 per cent were settled in 
Australia in al)out a duration of a couple of days no more than 
about 21 })er cent were settled in India so rapidly, hlven in New 
Zealand where settlements seem to be slower than in Australia 
more than a third of the stoppages were disposed off in that ij^i'iod. 
This feature illustrates, as has already been remarked, that there 
are better facjlities in the two latter countries to bring a dispute 
speedily io a close than in India. 


Table XVII 

Frequency Dutrihution of Duration of Sfrilxes in Induiy 
Austtalia a>nd Netv Zeland 


Strikes lasting for 

Bombay : 8 years, 
between 1921-29 
(for approximately 
corresponding 
periods 

Aiistfiilia 

1926-26 

Now Zealand ” 
1908—23 

One day and less 


360 

163 

One to two days 

166 

127 

48 

Two to three days 


69 

89 

Three days to one 

319 

66 

89 

week 




One week to two 


106 

S8 

weeks ••• 



Two weeks to four 

231 

69 

86 

weeks 



Four weeks to six 



26 

weeks 




Six weeks to eight 
weeks 

320 

48 


Eight weeks and 


84 

si" 

over 




Indefinite 

... 

... 

64 

Total 

726 

859 

676 


21 Commonwealth Year Boi^ks. 22 April 1926, p. 828. 
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Seasonal Variation^ 

Is tlio iiicideiue of strikes in India, it may next he asked, 
differential in the varions mojiths of the year, sn^’^estin^- a ])eviodic 
or seasonal variation P In repai d to this identic*al ([uestion raised 
in the second paper, it was stated on the data then available that, 
although no single month showed a picnlominant ffintuation, the 
second half of the year generally witnessed a larger ])ro])oition 
of strikes. At the prescvnt time also we hav(' too few data to 
|)ermit us to attem])t periodogram analysis which alone we must 
submit would stale th(‘ [»osition (h'tinitcly in rc'gaid to ttie ques- 
tion. lint howev(‘r vn e have attempted out' of the metliods^^ used 
in (he analysis of seasonal variati(>ns, allowing foi* a |iiaial)oh<‘ 
trend in tlie total niimbio' of dispute's during tin* year 1921-lh2‘i. 
This adjustment for the^ tii'iid is (’(|uivalent to distributing the 
strikes leportc'd in column 2 ol Talale XV HI below as actually 
octairring in the yc'ar in the manm'r shfjwn in column ‘k A\dien 
they exhibit a uniformity in ]>j(.)gicssioii the assinuption thcieby 
made amounts to the removal of fluctuations due to puiely 
accidental eircumstanceii. 


Table XVIII 


Total yumhers of St riles in Inrlia Aljnstel h)/ a 
Paraholie Par re of F/l 



Vear 

Rcjioried iNu. nf 
st rl k iW 


E(inivaleiil No. from r\ 
pa ral)oli(' 




t r-ioid 


l921 

HO) 


Hr)9 


1922 



277 


1923 

209 


21 H 


1924 

1 H2 


Kio 


1926 

13H 


1H4 


1926 

127 


120 


1927 

129 


12H 


1928 

200 


U3 


1929 

134 


178 


23 Mills Statistical Method, Chap. VIII, Method 1. 

F. 4 




86 M. fii MADHAVA ANlI V; K; POORKAPtiaGMA 

We must at the same time see that the distrihution amou^ 
the mouths of the year which forms the basis for the index of the 
taonthly fluctuation is not altered in any manner; and this can be 
done by dividing these new totals in the same proportion in which 
the original total was divided among the twelve months — ^for 
instance, the equivalent number for January 1921 is M359. 
This method would And us with the following numbers of the 
strikes in the different months during the entire period 1921 — 1929^ 
these numbers being reduced in the next column as percentages 
of the mean number in any month and are thus the monthly indicei? 
of seasonal variation that we are seeking. 


Table XIX 

Seasonal Indices of Trade Disputes in Jndixi 


Months 

Total adjusted number 

Index (Mean value ^ lOO) 

' 

January 

178-1 

126 

February 

182*6 

98 

March 

1641 

108 

April 

177 2 

124 

May 

1668 

111 

June .M 

116-7 

81 

July 

J82'9 

83 

August ... 

188-5 

00 

Septettiber 

986 

69 

October ... 

162-9 

114 

Novtmbef < 4 . 

136-4 

96 

December . 1 . 

136-9 

95 


i’heae final indices are reproduced in diagram 4 from which 
it will be seen that 


(1) Conti ai’y to the tentative observation in the second 

jidpet reproduced above, the first half of the dalendat 
year witnesses relatively larger strikes, 

(2) the liability, however, for increased number oiV occtir- 

rences in October (also refeired to in the secdnd paper) 
atill exists though at a reduced level, 

(3) in view of the three pairs of crests ’’ and trougbe -- 

in the figure, the period of recurrences is not so long 
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as a twelve months but more likely six months or three 
months. 

At ^ late stage in the progress of the work it occurTed to us 
that a better clue was likely to become available if the wage 
questions alone had been considered, but the compilation of even 
the raw data would involve much labour. 

In another paper by K. B. Madhava and K. V. Krishna Sastri 
the correlation between this factor and absenteeism is discussed, 

Associatian Betweeti Different Factors in a Dispute. 

We conclude this paper like the second paper with the discus* 
sion of the question of association between the different factors 
entering into disputes (taking them into pairs, viz., T, the kind of 
trade affected, I), the duration of the strike, E, the extent or 
number of persons involved, C, (‘auses or demand originating the 
strike, R, the result or out(*ome of the dispute.) The ten tables 
given below^ reproduce the raw data compiled from the details 
furnished in the successive issues of the Bombay Labour Gazette 
as it occurred and the method employed was the same as in the 
Ijrevious inquiry — the coefficients given being the mean contingency 
Cl and the mean square contingency Cg . 



^ These two values and Table XXI (8) from which they are calculated, are 
entered here as obtained. It will be noticed that these values are lower, (and 
to .a significant extent also) than those in the second paper. But it must be 
etated. that owing to some inianndi^tood directions certain mistakes in the classi- 
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Our conelusions are: — 

(1) That out of the ten results stating the connection between 
('ach of the two variables T, E, I), C and R that may be possible 
each A'ariable (jceurvs, of course, in combination with another in 
four places, and in the (lase of cause (C) there is a significant 
correlation with all the factois — it most significantly alfects the 
otitcome (K), but it shows a stable association also within the 
industr>>^ afiected (T), the extent (E) and duration (D). 

(2) Result is very significantly governed by cause (C) but 
the other three factors have very unceitain influence. However 
the value of the correlation with 1 *) is the next largest. This em- 
phaHsizrs the importance of extent of strike, or the strength of 
the labour organisation in influemung the result. 

(8) Extent, (E) or the numl)er of persons going on strike, 
luivS its influence most in determining duration (1)) or (T) and 
lastly in fixing up (R) result, 

(4) The duration (D) of h strike is influenced mostly in 
dctennining (R) — and in fact the greater the duration of a strike 
the less likely is its outcome to be favouiable to the interests of 
ibe labourers. 

ficatioa of entries liave led to inaccuracies in the preparation of the table. This 
Mas rFctected during verification, hut the work could not be repeated and wc have 
allowed thoru to stand as they are. As details for a similar table were readily 

available for the statisticB of 1 ,5UB strikes reported in India (as a w’bole) 

from the (rovernment Beview recently published Ave have analysed thest. also. 
1'hcKO results are entered in the respective places in the low^er line and they 

Avill he found to be in greater agreement with the results in the previous paper. 

The table that may replac^e XXT (8) is given below : 


w 

H 

P 

z 

Totals 

T , 356 

112 

252 

213 

933 

Ta 77 

4 

36 

43 

169 

T, 296 

23 

67 

180 

506 

Totals 729 

139 

su 

386 

1598 
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Again by calculating the percentage deviations of the actual 
nximbers in any particular sub-group among the following tables, 
from those numbers that may be expected on the basis of indepen- 
dent probability we find that the following is the order in des- 
cending degree of importance in leading strikes to .successful ter- 
mination : — 

Causes — Bonus, Miscellaneous, Wages, “ Personnel 

Duration — 2, 5, 8 and 10 or more days; 

Extent — Medium sized, large sized, snmll sized establish- 
ment ; 

Trade — Very doubtful owing to the small values of C, but 
the order is perhaps Textiles, Miscellaneous, and 
transport, etc. 

We are therefore led to r(‘iteiate the following prescription 
for a successful strike, arrived at already in the second paper: 

A fairly strong organisation — Well stirred with a good cause— 
Administered for a short duration. 


Table XXI 
( 1 ) 


RESULTS 


Successful 

Com- 

Failure 

Total 


8 promise 0 

F 


Totals 

122 

86 

478... 

680 

Wages ; W 

54 

46 

200 

308 

Bonus : B 

26 

18 

11 

65 

Personnel : P 

15 

19 

161 

195 

MiscellaneouB ; Z 

27 

3 

98 

128 
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( 2 ) 


BESUI.TS 



Successful 

Com- 

Failure 

Total 


8 

promise 0 

P 


One, two or three dq-ya 

76 

40 

226 

342 

Four, five or six daysS 

21 

18 

108 

147 

Seven, eight or nine days 

16 

13 

53 

81 

Ten or more days 

10 

15 

91 

116 


( 3 ) 


Small : S upto 199 numbers 

44 

29 

226 

299 

Betwixt: B(200 — 499) 

46 

27 ■ 

129 

201 

Large: L(500 and more) 

33 

30 

123 

186 


( 4 ) 


Textiles 

101 

68 

409 

578 

Transport and Engineering 

6 

4 

27 

37 

Miscellaneous 

16 

14 

42 

71 


( 5 ) 

CAUSE 



W 

B 

P 

Z 

Total 

One, two or three days 

128 

20 

122 

72 

342 

Four, five or six days 

80 

11 

35 

21 

147 

Seven, eight or nine days 

44 

11 

11 

15 

81 

Ten or more days 

66 

13 

27 

20 

116 

Totel 

306 

56 

195 

128 

686 
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( 6 ) 

EXTENT 



s 

B 

L 

Total 

One, two or three 

182 

91 

69 

342 

t^our, five br six 

59 

54 

34 

147 

Ten and more days 

26 

32 

58 

116 

Total 

299 

201 

186 

686 


(7) 

TRADE 



Teictiles 

Transport and 

Miscel- 

Total 



Engineering 

luneous 


One, two or three 

293 

16 

30 

342 

Four, five or six 

117 

10 

20 

147 

Seven, eight or nine 

72 

3 

6 

81 

Ten or more days 

96 

8 

12 

116 

Total 

578 

37 

71 

686 

(8) 


CAliSft 




W B 

P 

z 

Total 

Textilfes 259 46 

172 

101 

57^ 

Transport & Engineering* ; 

13 1 

12 

11 

3? 

Misbellanebus 1 

36 8 

11 

l6 

7l 


(9) 




Small 124 26 

113 

36 

299 

Betwixt 

100 14 

41 

46 

20i 

Large 

84 15 

41 

46 

180 

Total 308 55 

195 

128 

686 
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( 10 ) 


TIIADK 



Transport. 
Textiilos and 

Efij^inpcrlnff 

Miscel- 

laneous 

1’otal 

Small 

240 

17 

42 

299 

Betwixt 

179 

9 

13 

201 

Large 

159 

11 

16 

180 

Total 

578 

37 

71 

080 





MORTGAGE dBBI' 0!^ FOUR TaLUkS iR 
MYSORE STATE 


BY 

V. L. D’Souza, B.Com. (Lond.)i 

AND 

B. S. Krishnaswamiengar, M.A. 

1. The Method of Inveetigation. 

For an intensive survey of mortgage debt the investigator is 
obliged to go to the Sub-Hegistry Offices where every mortgage-deed 
of the value of Rs. 100 and above is required by law to be register- 
ed while mortgages involving sums of less than Bs. 100 may be 
registered at the option of the parties. In Mysore at every Taluk 
Headquarters there is an office which registers the documents and 
files the actual copies of the bonds executed by the parties. 

Mortgage-deeds constitute valuable raw material for the eco- 
nomic investigator. They are to the economist what bricks are 
to the builder and customs to the sociologist. The classification of 
the data contained in the bonds and deeds will yield general con- 
clusions regarding the exchange of immovable property and the 
conditions under which that exchange takes place. A mortgage- 
deed gives the name, caste, occupation of the mortgagor, the 
name, caste, and occupation of the mortgagee, the name of village, 
hobli and taluk wherein both of them reside, the purpose of the 
loan, the amount of loan, the rate of interest, the term of jiayment, 
the extent of land or house or other imi.iovable property mortgaged, 
the boundaries of the property, the witnesses for the agreement 
and sometimes the rate of penally also. 

It is beyond the resources of two individuals to study all bonds 
in ail the Registry Offices. All that they can do is to select a 
few taluks which are representative of the economic conditions of 
the country, make a detailed study of the mortgage-deeds in these 
taluks, check the conclusions reached by personal investigation in 

P. 6 


sa 



34 V. L. D^SOUZA AND B. S. KRlSHNASWAlilfiNGAR 

a few typical villages and test the final results of the survey by a 
study of the annual reports of the liegistration Department. Such 
a method has been followed in the present survey. 

The Mysore State may be said to consist of two separate eco- 
nomic regions each of which has well-marked and distinctive 
features. Of these the molnad or hill country lies to the west 
and comprises the tracts Ixirdeiing on the Western Ghats. It 
is a land of hill and forest, lertile soil and perennial streamt. The 
incessant rain of the monsoon season confines the people to their 
own homesteads while the malaria of the swamj^y regions reduces 
the stamina of the people and the number of the population. The 
rnalfuul products are areca, cofiee, cardemom and the plantain. 
The second division of the state occupying an area much greater 
than ihe molntid is the maidan or open country. The distinguisd- 
ing features of the maidan are widespreading plains, clusters of 
villages and populous towms. A wide range of crops are grown: 
rice, cotton, lugi, sugarcane and groundnut. The interme<liate 
region between the rndJuad and the maidan I)artake8 of the 
characteristics of both and in most places the transition from the 
one to the other is by almost imperceptible stages. 

For the purposes of this enquiry one taluk from the inalnad 
area, one from the maidan area and two from the intermediate area 
were selected. All the mortgages registered in 1987-28 in these 
tahiks were studied. The total numl^er of registered mortgages 
examined were 4,129. They were distributed as follows*^: 

Simple Usufructuary 


Mysore 

1,750 

386 

Sagar 

92 

10 

Madhiigiri 

601 

66 

Htvssan 

1,122 

96 


3,571 

658 


1 (//. The Board of Economic Enquiry, Punjab, Kural Section Publioatknje 
6 and 14, edited by H. Calvert. 
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Among the borrowers as well as among the lenders the first 
place is easily taken by the Brahmins. Next to them in both cate- 
gories come the Vokkaligars who form the bulk of the farming 
population. The economic status of castes like the Kurubas and 
the Panchamas is illuKstrated by the small amount they borrow and 
the still smaller amount they lend. The capacity to borrow no 
leas than the capacity to lend depends upon the assets possessed 
and property owned. Prosperity enables a man to borrow just as 
it causes him to lend. The class Miscellaneous is an unwieldy 
oaie containing about ten minor castes among the Hindus and also 
all the Christians. It has borrowed as well as lent the largest 
amount. 



Professkm of LmhIu^ and Borrowers. 
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(u) The Borrowers — -The largest number of borrowers is found 
amongst the i*yots. They borrowckl 37 per cent of the whole 
amount. The average amount borrowed per ryot is Ils. 198-10-0 
as against Es. 317-2-0, the average amount for all the borrowers. 
Nicholson’s survey in Madras in 1895 showed that the mortgage 
debt per ryot w^s Rs, 194.2 The size of the loan for Mysore as 
well as Madras appears small, but respectively to the size of the 
average holding it is formidable. And since the size of the loan 
applies to mortgages only it speaks very little as to the uiass of 
ordinary credit. 

Agriculturists everywhere must and do borrow and probably 
there is no ryot who has not at one time or another borrowed. The 
mere fhct of borrowing signifies no disability, for credit is not 
necessarily objectionable nor is borrowing always a sign of weak- 
ness. An agricuiturist’s capital is looked up in his land and stock 
and must be mobilised now and again to finance his farming opera^ 
tions. But a Vast body of our ryots borrow for unproductive pur- 
poses and live only by means of borrowing. They borrow seed, 
cattle, manure^ grain, implements or money in order to purchase 
these articles: And they borrow also for the sake of ostentatious 
^id extravagant social expenditure. As was pointed out by M. L. 
Barling, there are causes that compel a man to borrow, such as 
drought and disease, uneconomic holdings and expensive cere- 
monies just as there are causes that enable him to borrow, such as 
a rise in land values, inflation of prices, security of property and 
growth of transferable rights in land. Hence debt is due to pro^ 
sperity and jmverty alike : its existence is due to poverty and its 
volume to prosperity. 

A feature of the table that requires explanation is that traders, 
pensioners, lawyers and officials should be compelled to borrow on 
mortgage to a very large extent. In an agricultural country 


2 Vide Nicholson’s Bcport regarding the possibility o! introducing LaiiA and 
Agricultural Banks in the Madras Presidency, Vol. I, p. 280. 
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almost the sole fomi ot investment is property in knd and build- 
ings. Money is boriowed or lent on the security of such proiHJrty. 

(b) Thi^ Lendets — Generally speaking all those who have wealth 
to spar© lend it : they are pensioners, officials, landlords, lawyers, 
traders, sahukars and above all ryots. As a matter of fact the 
ryots form a great lending class, second in importance only to the 
traders. like Madras and unlike the Punjab village credit is 
granted generally by villagers who are mostly ryots. The 
agriculturist-moneylender is preferable to the professional money- 
lender in so far as the land may pass from one cultivator to an- 
other, but he may prove a worse enemy of the cultivator because 
while the inofessional moneylender is content to rely on the crop 
for repayment the agriculturist-moneylender may conspire for the 
land as well as for the crops. 

The trader plays an important part in the inral economy of 
Mysore. He is partly moneylender and partly shopkeeper. He 
supplies the farmer’s requirements and recoups himself at the 
time of the harvest. Very often he protects his advances by a 
mortgage on the debtor’s property. In the 128 villager under 
examination he was responsible for 26 per cent of the mortgage 
debt, a very large amount for the traders who cannot ordinarily 
afford to lock up their funds in long-term investments. 

The professional moneylenders numl)er hardly 3 per cent of the 
total ; and the credit given by them is only 1) per cent of the total. 
The comparatively insignificant part played by him ; is due partly 
to the fact that the ryot depends to a very large extent on fellow- 
ryots for his credit and partly to the fac^t that the professional 
Uioneylender does not like to be known by that honorific and seeks 
to soften the acerbitieiS of his calling by giving himself out as a 
trader or by allowing himself to be retuirned under the heading 
like ‘‘Others*’ or “ Not stated.” Whether the clutch of the 
mo^ylender is as close and universal in Mysore as it is in* the 
})ecean and the Punjab is a difficult question. Observers are apt 
te A|>^ly to the mass the few cases which come within their own 
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ejcperience. They appear to them distressing and inequitabte 
beoause they apply to friends and relatives. Exceptional cases 
cannot therefore be taken as samples of general practice or pre- 
vailing custom. Our enquiry showed that the grip of the sahukar 
except in certain areas was not fastened on the rural population 
and that the Mysore agriculturist depended only to a limited extent 
on him for credit. 

4. The Amount of Loans. 


The following table shows the total number of mortgages and 
the total amount borrowed in the respective groups:— 


o 

Atuount 

No 

Without Po8- 
Hesaion 

No. 

With PoaBes" 
aion 


1 

■ 


Rs. a. p 


Rs, a. p. 

1 

R«. 26 and below 

94 

2 63% 

2,854 0 0 
2% 

7 

1’26% 

161 0 0 
•08% 

S 

Above Kfi. 26 — 49 

69 

193% 

2.606 4 0 
•22% 

16 

2-68% 

626 0 0 
•26% 

3 

Above 1?8. 49'^90 

ru4 

35.141 0 0 
3-16% 

69 

10-67% 

3,3l6 0 0 
1*66% 

4 

5 

1 Above Ks. 99—109 

im 

3i'417, 

1,60,883 4 0 
18 63% 

184 

32 97% 

21,898 0 0 
10-76% 

1 

j Above Rs. 199—499 

887 

27-68/', 

2,03,081 14 0 
•28-76% 

194 

84-76% 

64.231 0 0 
27*29% 

6 i 

j Above 499 

1 

1 

47t 

13-21/'. 

6,60,678 12 0 
6»'18% 1 

99 

17*77% 

1,19,068 8 0 
69 46% 


1 Total 

L 

3671 

100% 

1M0,944 2 0 ' 
100% 

668 

1 100% 

1,98,699 8 0 
100% 


The salient point to be noted in the table is the size of the 
loans. The 4,129 mortgages average Be. 317 in individual amount. 
That the pressure of the loan is not so light as the figure may 
indicate is shown by the consideration that the average holding 
in Mysore is about G-5 acres, that over 50 per cent of the holdings 
below 5 acres in size and that dry land as distinguitdied from 
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irTigaPtion or wc^t ^and is the predominant form of cultivation. In 
the Pnnjafb the averagre 'holding is arbont 10 acres and an average 
debt of Rs. 463 per proprietor, secured and unsecured debt being 
included, was regarded by Darling as ‘‘ considerable.’’^ Nioholson’s 
enquiry of IS&S into the Mortgages of the Madras Presidency 
showed that 4he average was ®s. 194, not a small sum when it is 
related to the comparatively low level of prices then existing:^ 


M. “L. Bantmg, Tbtj ‘Pimj^b T-easant in Troaperlty and ‘Debt, p. 9. 
4 Vide Nicbnlson’s Rej:x)rt, p. 236. 

P. 6 
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In 43 per cent of the registered deeds the cause of mortgaging 
was set down as settlement of prior debts, the amount involved 
being 61 per cent of the total consideration money. It would 
certainly be a most encouraging feature if the loan were applied 
to the purpose for which it was ostensibly taken. As it happens 
in the majority of cases a settlement of a prior debt is no more 
than the renewal of u debt. The term does not mean generally 
that the loan is applied to the liciuidation of a previous debt, but 
that the creditor, not being satisfied with the prospects of the 
loan being returned to him has insisted on more certain and sub- 
stantial security than wqS formerly given. The creditor has pass- 
ed on from the first stage where he was content to lend upon the 
general character of the debtor to the next stage where he thinks 
it ])rudent to back up his loans with mortgage securities. An im- 
portant fact brought out by the table and confirmed by experience 
is that land improvement forms an almost insignificant cause of 
borrowing, being respoiKsible only to 2 per cent of the total money 
borrow^ed on mortgages. Digging of wells, deepening of tanks, 
constructing of bunds tend to the improvement of land and produce 
a return of the amount of capital invested. It is also a disquieting 
feature of the registration statistics that agriculturists mortgage 
their properties for such unproductive purx)o8es as social functions. 
The sum expended on such items is much greater than is indicated 
by the table, because great part of the expenditure on items such 
as '' miscellaneoim ’’ and more than one is devoted to vsocial 
functions and also money borrowed for one i)urpose, e.g., land 
improvements or purchase of cattle is frequently misapplied. 
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The following table illustrates the term of payment and the 
amount borrowed : — 


No. 

Term of 
Paymtnit 

Without 

Possession 

Without 

Possession 

WITHOUT possession) 

No. 

f Amotififc' 

1 Borrowod 

No. 

Amount 

Borrowed 

No. 

AUDount 

Borrowed 



887 

Rs. 


Rs. 


Rs. 

1 

On (Jematid ... 


U) 

2,090 

i 

047. 

9*81% 

1,78,236 

8r26% 

2 

No ti^rm 

888 

tM990 


8^86 

4W i 
8-62% 1 

1.26,826 

r96% 

B’ 

6 iiioniiii& and 

le8« 

92 

atmih 

18 

2,966 

105^ 

2*46% 

27,377 

1-72% 

4 

A^ove O'monttis 
— 1 year. ... 

744'. 

n84,T9» 1 

42 

6,705 

780 

14‘I7% 

l,9<t&08 

100% 

6 

Above 1 year 
— 2 yeara ... 

For 

1,82, *889 

j 

68 

18,920 

869/ 
16-41 % 

12-6% 

6 

Above 2 years 
— 8 years ... 

001 

1,8»,249 1 

97' 

38,321 

17‘U% 

2,18670 

16.63% 

7 

Above 3" years 
— 6 years. ... 

217 


177 

6l,98r 

3!NI 

18-8U% 

2.08,706 

22-2% 

8 

Above 6 years 

87 

1,00, 148^ 1 

m 

66,410 

210 

12*64.;^ 

i;en5;469 

20'76% 


Totel 

8674. 

U,U).0M- &S» 

i 


4,m 

100% 

1302,643 

100%' 


An outstanding feature of the mortgage transactions is that 
they run for a very limited period, a considerable number being 
redeemable on dbmund'. The period of the loan is a very important 
consideration from the standpoint of the mortgagor. If the mort^- 
gage were on demand for a short period then a renewal of it ren- 
dered necevssi^ry by the Ibng-period operations of agriculture would 
involve him in considerable expenditure such as the cost of stumps, 
registration feas, allowances for witnesses, etc. Moreover it is not 
likely that any loan taken for such purposes as purchase of cattle 
and improvement of land could be repaid out of the additional 
earnings in the space of a few years. 

Another point to be noted is the large number of ''no term ** 
or non-terminable mortgages. These are agreements which do not 
provide for their own automatic extinction after a stipulated num* 
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ber of years. Nearfy^ 9!» per cent of the cases, under investigation 
contain no cllmses regarding the reilemption of the mortgage. 
Espeoialiy in the case of the usufructiiary mor%ages all the profits 
from the land are usually reckoned as equivalent to the interest 
on the debt, no credit Being taken to wards iAie r^jpaymeiit of the 
capittd: fmmf the profits. The result is that the mortgage may 
continue indefinitely and? the mortgagee„ having found a most profit- 
able investment? for his capital has no inducement to seek the 
return of his* loan. The Royal Oommission on Agriculture have 
agreed: with the proposal that no usufructuary mortgage of agri- 
cultural land should he peirmitted by law unless provision be^ 
made for automatic redemption', within av fixed period- oft years, of 
which twenty should be the maximum.® 

The qverage term for mortgages without possessinn is below 
two yeajns and: with possession about, five years* 

Tir Sonditioiifti Relating to Rate ofi Interest. 

The following table gives the rate of interest charged amd 
the amounts berrowed^v- 


No. 

Kata of.lik^rosa 

Total No. of 
casos. 

A mount, borro weH . 

1 

6% and below 

49 

41,736 

2 

Above 6% — 9% 

61 

57,967 

3 

Above 9% — 12% 

894 

3,71,025 

4 

Above 12% — 18% 

1755 

4,37,782 

5 

Above 18% — 24% 

270 

67,235 

6 

Above 24'% 

98 

14,956 

7 

rnterest in kind 

and 



service 

444^ 

1,20,242 


Total 

3,87r 

IT, 10,944 


Beporir of the Boyjsd Commission on Agriculture,; p. 419* niira 86?^. 
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TJndoubtedly these ratevS of interest classified from the regis- 
tration statistics are very high. Nearly half the mortgage transac- 
tions carrying an interest load range between 12 and 18 per cent. 
The average may be said to be in the neighbourhood of 16 per 
cent. It is impossible that ryots can thrive with credit at such 
prices. The burden becomes particularly heavy when it is realised 
that there ^re many factors, some of them invisible, behind the 
mortgage transactions. Thus discount and commissions are fre- 
quently deducted in addition to the interest expressed in the bond 
or the interest may be deducted in advance to the disadvantage of 
the borrower. There are numerous dues and services which custom 
requires of the debtor such as gifts of fodder or vegetables and 
service® to repair tanks or to give evidence. The registered 
deeds, especially mortgages, do not generally represent an indivi- 
dual transaction where a loan is given for a security pledged but 
is the last stage of a series of lx)rrowing8 with interest and com- 
pound interest added to the capital at every stage. When all these 
factors are taken into consideration the documentary rates of 
interest, high as they are, swell to enormous proportions. 
The Mysore example ,may be contrasted with that of the 
Madras Presidency and the Punjab. Nicholson in his survey of 
mortgages in Madras in the year 1895 discovered that the average 
rate was only about 12 per cent and that three-fourths of the mort- 
gages bore interest between 9 and 18 per cent.^ Darling found that 
for secured loans the rates in the Punjab are comparatively low : a 
loan against jewellery can be had at 12 to 18 per cent, and against 
land at 9 to 12 per cent : and in the case of the latter, if j)08se8sion 
is given, the return will probably not be more than 4 to 6 per cent.^ 
A by no means insignificant feature of rural trade is the 
amount of capital advanced in the shape of produce and the in- 
terest charged on it which is also payable in produce. In 16 per 

« Vide Nicholson’s Report, p. 284. 

f Vide M, L. Darling, The Punjab Peasant in Prosperity and Debt, p. 918. 
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cent of tt© mortgage tninnactions amounting to nearly 11 per cent 
of the amount borrowed interest was stipulate^ in kind and serviceis. 
On payments in produce 25 per cent seems to be the ordinary rate 
charge^L The rate of interest payable in grain is necessarily high. 
The reasons are that there is a fall in prices and plenty in supply 
at the harTest season when the interest is paid, that grain deterio- 
rates in stwage, that the lender must take precautions lest the 
borrower should dispose of his grain without satisfying the claims 
upon him and that the rate of interest payable in produce is usual- 
ly a matter of custom and immemorial practice. The moneylender 
who combines moneylending with grain-dealing doee not dislike 
payment in produce. It gives him the grain he Wants for his 
trade as shopkeeper. The accounts can be manipulated with ease* 
Moreover, it is an easy thing to advance bad grain and receive 
good in return. 
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Our trade with China began in the remote past. It wai5, how- 
ever, greatly developed in the nineteenth century by the activltiefl 
of the P]aflt India Company the bulk df whose commerce consisted 
of the export of Indian opium to that country. 'Owing to these 
earlier developments, China occujned for long "time a very pro* 
minent position among the countries trading with India, being 
next to only the United Kingdom in order of importance. Tlift 
the gradual decay and the ultimate extinction of the export trade 
in opium which was the mainstay of Indo-Chinese Commerce for 
a long time brought about a very unflourishing condition as the 
following figures^ will indicate:— 

{V dJ/ue in lakhs of Hupees) 



Exports to Chins 

Imports from Total amount of tiido- 

1875-76 

1160 

China 

152 

Chinese Trade 

1302 

1886-81 

1494 

199 

1693 

1890-61 

1444 

242 

1686 

1900-01 

1186 

255 

1441 

1905-06 

2151 

177 

2328 

1910-11 

1934 

244 

2178 

1916-16 

934 

326 

1290 

1920-21 

1649 

543 

2092 

1925-26 

1829 

345 

2174 

1929-30 

1610 

483 

2093 

1 Though a 

British possession, 

the trade with 

Honfcfttig really means i 


portion of our triwlje with China, the port being mainly an entrepot for Chinese 
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Indeed, the growth of Indo-Chinese trade has been far behind 
the general development of the total trade of India, as the follow*- 
ing index numbers will vividly show — 

Total Ihdian Trade Indo-Chinese Trade 


1875-7(1 

100 

100 

1880-81 

I3l 

130 

1890-91 

177 

129 

1900-01 

194 

no 

19O5-0G 

282 

179 

1910-11 

354 

167 

1916-16 

348 

90 

1920-21 

634 

161 

1926-26 

63(J 

167 

1929-30 

676 

161 


Thus China which at one time oeciipled the sec'ond place of 
importance, contributing to about 13*4 per cent of the total trade 
of India in 1875-7t), has declined heavily in status and at present 
holds a very minor position, her share in Indian trade being only 
3 8 per cent in 1929-30, the latest year under study. 

commerce. We have therefore incUided Hongkorifj in China, though in the Go\ern- 
ment returns the figures for China anJ Hongkong are recorded separately. By tlie 
way, it is, how^ever, intei^sting to observe that in eariier days, the bulk of InJo- 
Ohinese commerce passed through Hongkong. This was due to its V)eing ain open 
port under British possession with all the hanking and shipping fa^dlities while 
most of the other sea piifts under Chinese rule wtre closed to loreign ships. 
With the increase in th^ number of treaty ports throwrf open to foreigners, 
Indo-Chinese trade was gradually diverted from Hongkong to the treaty ixjrts 
so that at present the bulk of our commerce with China is transacted 
through the latter. For example, in 1892:98, out of the total of l7Jkl latch.s of 
rupees, the shares of Hongkong and the treaty ports amounted respectively to 
1150 and 589 lakhs. In 1929*80, the share of the treaty ports w^as 1716 lakhs 
agaiBBt only 877 lakhs of Hongkong. • 

F. 7 



The following inifcx n^imhers are 

indicative of the lelativb 

fjfrtwtk 

eipoits to Obina anti 

the imports thetefroBi * 


Exports tb China 

Imports from China 

1875-76 

100 

100 

1880-81 

130 

131 


125 

159 

19(K>-01 

103 

167 

llX)5-0() 

187 

116 

1010-11 

1(58 

1(K) 

1015-10 

83 

214 

1920-21 

134 

357 

1925-26 

168 

227 

1929-30 

140 

317 


Three broad stages in the relative prog'ress of exports and 
imiJorts can be noted from the aWve fig’iires. 

(i) During the period 1875-76 to 1900-01, the exports from 

India showed little development while the imports 
.from China rose appreciably in value. 

(ii) Between 1D(K)-01 apd 1906-00, there was a marked rise 

in exports but the imports show^ed a positive decline. 

(iii) Since then, the exports of Indian goods have fallen heavi« 
ly, showing wide fluctuations while the imports from 
China have oiice again grown in vohitne. 

On the whole, the imports from China, though still amount*- 
ing to only a fraction of the exports sent thereto, have neverthe- 
less ^ ho wn some considerable expansion; but the exports have 
practically shown no expansion since the eighties of the last century. 

II 

In 1875-76, the imports from China were valued at Es. 16® 
lakhs; and though amounting barely to 5 per cent of those from 
the United Kingdom, these were greater than those from m 
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co’imtry. Except during the year 1888-89 when the imports from 
the Straits Settl>ei]ients w^ere slightly higher, China continued to 
occupy this second position till 1896-9t) when the imports amounted 
to Rs. 281 lakhs. The next year she was relegated to the fourth 
place, and in the course of the subsequent nine years, she went 
down to the ninth. Two cauvses combined to bring about this 
decline of China as a supplier of goods to India. On the one 
hand, the imports were declining after 1895-9() and were reduced 
to only Rs. 149 lakhs in 190()-()7 ; on the other hand, the 
imports from other foreign countries wdiich had been quite small 
so long w^ere no\v exceeding those from China. The redue- 
tTon of ihe imports during the period 1895-96 to 19()6-97 
was due to an all-round decline in the imports of Chinese goods 
which were aflected by internal disorders in that country and 
competition from othei\s. Hubsequent to 1906-07, there was some 
recovery, and especially during the War and the two boom years 
that followed it, the imports show’ed considerable progress, reach- 
ing in 1919-20 the record value of Rs. 6(51 lakhs. With the return 
of normal conditions, they fell year after year till they amounted to 
Hs. 345 lakhs in 1925-26. Since then, due mainly to the rising 
imjTorts of cotton goods, there has been a rise in the total imporis 
from China which represented Rs. 483 lakhs in 1929-30. 

Silk and silk manufactures have all along represented the bulk 
of our imports from China and amount to about 50 per cent of 
the total. Two other articles of minor importance are sugar and 
tea. The imports of sugar once represented a fair volume, iKung 
valued at more than Rs. 50 lakhs in 1892-93. With the rise of 
the great sugar-exporting countries like Java, the imports from 
China have fallen off rapidly and w^ere worth Rs. 10 lakhs only 
in 1029-30. As for tea, India herself is its greatest exporter; 
the small quantities of Chinese tea (these amounted to about 
Rs. 20 lakhs in 1929-30) as are imported into India go to satisfy 
the demand which exists for this variety. Cotton mstnufactures, 
consisting mainly of yarn, are an important recent addition to 
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the articles of import from China, The following figures are 
illustrative of the rise in the imports of cotton goods from China - 

Piece-goods in millions Yarn in millions 
of yards of lbs. 


1920-21 

1 

• • 

1926-27 

2 

1 

1927-28 

7 

13 

1928-29 

13 

11 

1929-30 

10 

10 


Thus the imports of cotton goods from China which barely 
amounted to a little more than a lakh of rupees in the pre-war 
period were valued at Rs. 139* lakhs representing aWut 29 per cent 
of the total imports from that country in 1929-30. In yam, the 
iihports from China now amount to about one-fourth of our total 
imports. This is indeed a sad feature to be noted in connection 
with the growth of our foreign commerce that Indiii which once 
used to export cotton yarn amoanting to more than lls- 10 crores 
to China should not only have completely lost that market, as we 
shall jiresently see, but should have come to import from that 
very country cotton yarn now amounting to more than a crore of 
rupees. 

On the whole, silk and silk manufactures are the foremost 
articles of import. China has been known as a great silk-producing 
country from the remotest times, and though Japan has come to be 
a great competitor of China in foreign markets, she has continued 
to share the foremost place with the latter as an exporter of silk 
to India. It may be, however, interesting to note that though the 
imports of silk goods from these countries are more or 
less of equal value, the bulk of the Chinese imports consists of 
raw silk whereas that of the Japanese imports consists of silk 
pieceigoods. 
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In the earlier days, our exports to China consisted almost en- 
tirely of opium. Thus out of the total of Its. 1160 lakhs in 1876- 
70, this single commodity represented Rs. 977 lakhs. With some 
development of the trade in oi)ium, the total exports also rose to 
Rs. 1652 lakhs in 1879-80. 

In the years following, the falling exports of opium brought 
about a declining trade ; but the decline was not great as it was 
l)eing made up to a great extent by the exports of cotton manu- 
factures, consisting mainly of yarn, which began to be sent to China 
in ra]>idly increai^ing quantities simultaneously with the growth of 
the Indian Cotton Textile Industry. With the exports of opium 
declining on the one hand and those of cotton goods rising on the 
(»1her, the latter exceeded the former in value for the first time 
in 1896-9G when these two apiounted respectively to Rs. OGO and 
G35 lakhs. The total exports to China in that year were worth 
ILs. 1396 lakhs. 

During the next ten years, owing to the stimulated exports 
of cotton manufactures, the total rose considerably in value amount- 
ing to the record of Rs. 2151 lakhs in 1905-00. 

For the next ten years there was no progress because of a fall 
in the exports of cotton goods. During this period, though the 
exports of opium were declining in quajitity, the rise in price kept 
tliem mole or less stationary in value. In 1912-13, the total exports 
amounted to Rs. 2065 lakhs. 

With the termination of the opium trade, the total exports at 
once fell to Rs. Vi65 in 1913-14, and till 1918-19, they were very 
restricted, amounting to only Rs. 811 lakhs in the latter year. 

A change took place by 1919-20. From the close of the last 
century, the Cotton Textile Industry was being developed in China 
also; and with its progress, the exports of cotton manufactures 
from India, which had reached the high-water mark in 1905-06 
amounting to as much as Rs. 1153 lakhs, began to de(‘line. 
But side by side with these diminishing exports of manufactured 
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cotton those of raw cotton be^^an to grow. It was, however, from 
W19-20 that the Latter showed very great developments. During 
the last tew^ years, another commodity has also come to be exi)ort- 
ed to China in consideraWe quantities, namely, rice. The result 
was that the total exports which had gone down to Rs, 811 lakhs 
in 1918-19, rose in the following years. But the decline in the 
expoiis of cxitton manufactures has been so heavy (they have now 
practically become nil amounting to only Bs. G lakhs in 1929-30) 
that the total exports to China are as yet far below the level 
reached in 1906-06. 

Opium, cotton goods and raw cotton have, at one time or 
other, represented the bulk of India's export to China. At present 
it is made ihj) of raw cotton, the trade in the other two commodities 
having practically disappeared. The two other articles of import- 
ance are now^ food grains (mainly rice) and jute manufactures. 
Thus, in 1929-30, out of the total exports of Bs. 1610 lakhs, raw 
cotton represented Bs. 934 lakhs, food grains Bs. 318 lakhs, and 
jute manufactures Bs. 205 lakhs. The exports of opium were nil 
and of cotton manufactures, as already observed, nominal. 

^ IV 

The foregoing examination of India’s imimrt and export trade 
with China at once reveals the causes of the decadent nature of 
Indo-Chinese commerce. 

As regards the articles of import, all of them are of a nature 
that makes them liable to keen competition from India as well as 
from abroad. Imports of tea co-uld not show progress because 
India herself is the greatest tea-producing country. Indeed, in 
this branch of trade the competition from India has ousted China 
from foreign markets as well. In sugar, it was out of the question 
for a backward country like China to contest with advanced and 
organised rivals like Java. The imports of cotton goods during 
the last four years, dx?ie perhaps tnainily to a conahinatktti of 
abnormal circumstances, have been exceptionally large; hut here 
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ktso, she hm got tongb competitors ifl Japan and India herself i 
The remaining article which is^ of coarse^ the tnost important one 
and in which China has shown special strength is silk. Here 
again, Japan has cropped trp as a keen rival. Half a eestitury back, 
China was, hy far the greatest silk-prodncing country in the 
world ; to-day she has been superseded hy J apan and occupies now 
the second position. Indeed, the Japanese competition ht^s seri^ 
oiisly affected the silk trade of China as a whole. In the case of 
India also, though she has been able to hold the field in raw silk, 
the imports of silk manufactures from Japan have long exceeded 
those from China* 

The consequences of all this are well rejected in the very small 
imports of Chinese goods into India^ these amounting to only 2 
per cent of Indians total imports in 1929-30. It is^ however, worthy 
of note that, though very sfnall, the imports have shown some 
(leveloirment at least, whereas the exports have positively declined. 
This is due to the fact that there hf^ not been any decline or 
change in the staple commodities of import, the dominant position 
of the imports of Chinese silk lemaining incrre or less unshaken 
notwithstf^nding the keen competition from Japan. 

Bmt there has not been such a stable commodity in the export 
side. Indeed, the rise and fall of the two articles, opium and cotton 
goods, the exports of each of which had at one time amounted to 
more than ten crores of rupees, are unparalleled in the history of 
mmlem international commerce. 

India’s export trade with China in the earlier days was of a 
special character. It consisted almost entirely of a state mono- 
poly in a noxious article, natnely, opium the export of which, with 
the rise of public opinion against it, had at first to be ctirtaifed 
and ultimately given Up. 

The case of cotton manufactures, Which bad come to make 
up for decaying opium exports and which in course of time assumed 
the magnitude of the latter (amounting in one year to about twelve 
crores of rupees) But declined subsequently so as to be reduced to 
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only six lakhs of rupees in the latest year under study ^ is quite 
different from that of opium. There was no State regulation or 
Government jx^licy that caused the rising exports of cotton 
inanufactures or their equally rapid fall. The growth and the 
collapse of these exports to China are \inique phenomena in the 
commercial history of modern India. It was a play of the economic 
forces of competition that brought about the extinction of our 
once very flourishing yarn trade vriih China. The development of 
the Chinese Cotton Textile Industry and the severe competition from 
Japan combined to ruin India’s export trade wuth that country in 
cotton manufactures. 

If things had stopped there, we might have contented 
ourselves by lamenting over our misfortune. But the fact that that 
very countrj^ which hardly a quarter of a century back was the 
monopolistic market of vast dimensions for Indian cotton yarn 
should at present not only have altogether dispensed w’ith it but 
be exporting that very qrticle to India amounting to more than 
a crore of rupees leads m to think that there must be something 
fundamentally wrong with the Indian Cotton Textile Industry. 
The earlier development of this industry in Bombay in the teeth 
of various unfavourable circumstances \vas an eloquent testimony 
to the superior capacity of the Indian pioneers in this field. The 
j)iesent decadent nature of the industry in spite of the various 
n«easures of protection afforded to it, and which were never enjoyed 
before, does certainly point to the poorer ability of the modern 
organisers at the helm of it. Discounting all other factors, it 
does clearly indicate, we l)elieve, that the present leaders of the 
industry are not the robust successors of their giant predecessors. 
Some drastic measures of reform in matters of internal organisa- 
tion of the Industry are called for if it is not to suci umb to the 
onslaughts of competition from every newcomer on the field. 

V 

The root causes of the non-progressive Indo-Chinese trade tv'ill 
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further be evident from an examination of the nature of China’s 
import and export trade. Jake India, China is an industrially baekr 
ward country. Her exports consist mostly of raw materials for 
which India has little demand and her imports consist of manu- 
factured goods, yeiy Ijttle of which India can supply. It is this 
similarity of the nature of China* s foreign trade to India’s that 
has made quick progress in Indo-Chinese trade impossible. For, 
trade can flourish only between those (countries whose exports and 
imports consist of commodities of diflereiit varieties. Therefore, 
a country like India or China can show developments in her trade 
only with an industrially forw^ard (country, exchanging her raw 
materials with the manufactured goods of the latter. That in the 
earlier days Indo-Chinese trade had assumed a great bulk was due 
to the existence of an extraordinary article, namely, opium. 

The fact that the exports from China consist of it^w materials 
and the imports of manufactured goods, has naturally resulted in 
the advance of her commerce with those countries which can 
utilise her raw materials in develoi^ing their industries and supply 
her wdth manufactured goods, just similar circumstances have 
directed our trade through similar channels. Hence, the develop- 
ineiit of China’s commerce has Iwjen greatest with countries like 
the United Kingdom, Japan and the United States, as has also 
been the case with India. In this respect, the similarity between 
India and China is most striking. 

Both India and China are densely populated countries with a 
v(ist population. . . 

Both are industrially backward with immense agricultural 
resources; consequently, the foreign trade of both has consisted 
of exports of raw^ materials chiefly and imports of manufactured 
.articleB. , 

In the case of both, cotton manufactures are the overwhelm- 
ingly dominant article of import. 

Owing to the very similar trend in the growth of these tw^o 
countries’ trade, its direction in relation to the ditferept countries 

F. 8 
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has also been the same. The (Jnite<l Kingdom ocjoupled 
tlie pTedominant place in the commerce of both these countries. 
Kext comes Japan, and third is the position of the United States 
of America in the case of both. (It should, however, be notetl 
that owing to her close proximity to China, Japan has been able 
to push the sales of her cotton manufactures and other goods to 
a greater extent in China than in India.) 

VI 

This development of her foreign trade on the same lines as 
India’s is also observable from the very similar position occupied 
by India in China’s trade. Just as the share of China in India’s 
trade has declined, in the same way India’s share has also declined 
in the trade of others. The following figures clearly illustrate the 
point: — « 
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The following index numbers are further illustrative of the 
backwardness of Indo-Chinese commerce in relation to the total 
trade of China ; — 

Total trade of China Indo-Chinese trade 



1875 

100 

100 


1880 

116 

130 


1890 

156 

129 


1900 

270 

110 


1905 

473 

178 


1910 

617 

167 


1915 

638 

99 


1920 

950 

160 


1925 

1261 

167 

It will 

thus he seen 

that the non-progressive character of 

Tiido-CHiinese 

trade is not a 

reflex of that 

of the total trade of 

China. On 

the contrary, 

China’s total 

trade has shown even 


quicker developments than that of India the share of which has 
equally declined in China's foreign commerce as the latter's has 
declined in India's. 

VII 

From what has happened in the past, we cannot expei^t any 
remarkable development in Indo-Chinese trade. As has already 
been pointed out, the similar nature of the foreign trade of the 
two. countries makes such a thing impossible. An examination of 
the principal commoilities of China's international commerce will 
more fully indicate the scope and possibilities of Indian trade with 
that country. 

The chief articles of export from China are silk and silk 
manufactures, beans, bean cake, groundnuts, tea, vegetable oils, 
raw cotton and coal. Except silk and silk manufactures, there 
is little likelihood of any other of these finding a market in India. 
India does not require bean and bean cakes. Of groundnuts, tea 
and cotton, she herself is a great exporter. Neither does she want 
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vegetable oils or coal, the home supply Iming quite ample to meet 
her requirements. Silk is thus the only article tvhich caii 
a large market in India. But alreatly more that! half of our total 
^ilk imports eomevs from (jhiUa. Tbei’efore, in view of the fac*t 
that it is a costly knd lii;xurious article the consumption of which 
is bound to be tBuiparativcdy small especially ih a poor country 
like India, the pl^pects of further expansion are limited in this 
spbert also. On the contrary, the inqiorts of silk may show even 
e ])()sitive dcelinb owing to the following reasons: 

(i) India heVself is an important silk-producing country, 

(ii) Japan; with her better financial and iUd^stnal orgaiii- 
.satrOh, is a iiowerftd Hyal in the lieM and has already 
capUired the Indian U^rket to a verV Ihrge extent so 
far as silk })iecegoods are concerned. 

(iii)' The imports of this commodity are at present subject to 
a high rate of cuistoms duty in India. 

As regards the inqwts of cotton yarn and jiiecegoods from 
China, we* are not inclined to give much importance to them in 
view of the intense Swa.deshi movement that is prevailing at present 
in onr country. 

We can, therefore, expect only slight progress, if any at all, 
in our import trade with China in the future. 

Now, coming to the articles of Oliiiia’s import trade, the chief 
ones are cotton manufactures, kerosene, rice, sugar, iron and steel 
and raW cotton. Except rice and cotton, all the other commodities 
are imported hv India herself in large quantities. The chances of 
developing a large export trade in them are, therefore, remote. 
As regards rice, Chinn has, for the last few years, h^ii almost 
Vegukrty importing large quantities of Indian rice, ahd in future 
atso may fihd it necessary to Continue those imports.* But 

tti shonlJ be nrited in ih\s cc^noction that the exports ladiaa riee to 
.China come entirely, from the proviiK-e. of Burma. If Burma is . separated 
from India, as, decided in the London l^mnd Table Conference, then this article 
of our export to ctima wifi disappear. ' 
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here also the prospects are iiot very bright. Already the exports 
of foodgrains fioni India to China have assumed considerable 
(limensions. The fomier is as thickly populated as the latter, and 
the surplus that can be spared is necessarily limited. But the 
same is not the case with ia%v cotton. True, China herself is a 
great cotton -producing country, holding the third place among 
the cotton-growing countries of the world. But the imi>ortaiit 
point to be noted is that wshe is a great importer of cotton manu- 
factures, iiidwd the second gr^atcvst one in the world, being next 
only to India. If, therefore, China is to meet her entire home 
demand for cotton piecegoods by mamifaeturing these within the 
eotintiy, her home supply of the raw material will be quite in- 
sufficient and she will have to import a large amount of it from 
abroad. With the growth of her Cotton Textile Industry, she has 
already lieeii importing large (luaiitities of raw cotton, and along 
with its further progress, these imports must show’ a coiresponding 
rise. Consideritig the fact that the Chinese people usually use 
coarse^ piecegoods, the Indian cotton is (uninently suited for their 
I»iir|)ose. China ivS, therefore, a possible future market of greater 
dimensions for our raw cotton, capable of showing a vast amount 
of exj)ansion. During the last few years, these exports have rapid- 
ly grown, China oeoupying at present the second position among 
fhe consuiners of Indian cotton. Further progress can, therefore, 
he easily expected in this branch of trade. 

The future developments in India’s export and import trade 
with China are, then, likely to be in the opj>osite direction of 
what these have so long l>een. Till now% the imports from China 
have moved more rapidly than the exports sent thereto. But, 
from w^hat has been explained above, the latter are henceforward 
likely to grow at a quicker pace than the former. At the same 
time it should not, how^ever, be lost sight of that, on the whole, 
Indo-Chinese trade can but advance slowdy. Rapid ])rogre8s is 
possible only when there is a diversity in the articles of trade. 
Moreover, it could not develop freely if it all went one way. Our 
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trade with China is more or less one-sided, and there are only two or 
three commodities in which there can be any growing trade. There- 
fore, in view of the limited spheres of activity, there is, at least 
in the near future, no possibility of China's rising much in relative 
importance among the countries trading with India and occupying 
the place of eminence which she once did at the beginning of the 
period under study. 



THE THEORY OE INCREASING RETURNS UNDER 
COMPETITIVE CONDITIONS 

BY 

Amiya Kumar Das-Gupta, 

Dacca University. 

The problem of Increasing- Returns relates to the long period, 
and the present study will he confined, therefore, to conditions of 
long-period equilibrium.-^ We shall examine if the prevalence of 
increasing returns in an industry is compatible with competitive 
equilibrium. 

A few points should be noted at the outset. In the first place, 
the problem of increasing returns will be studied not as they appear 
throughout the process of equilibrium, but as they do nt the point 
of cquilihrinm. In the second place, this point of equilibrium 
will l>e one of what we may call relative equilibrium, (that is to 
say, an equilibrium in relation to a particular industry and in 
relation to a particular scheme of the initial distribution of te^ 
sources) and not one of ohsolnte equilibrium, or the general equi- 
librium of the industrial system as a whole; for the latter is so 
abstract and so complex that any study of it may only be ‘ light- 
bearing ' but not ■ fruit-bearing.^ In the next place, we shall 

I Marshall writes,*—*' ... a tendency to increasing return does not exist 
generally for short periods,” (Principles, 7th Edition, App. H, p, 805.) Else* 
where, ”, , . we expect the short-period supply price to increase with increasing 
output.” {Ibid.j p. 460.) But though increasing returns ate essentially a long* 
period phenomenon, it cannot be denied that a sudden increase of demand may 
sometimes le^wi to a diminishing cost. The result, in fact, depe;;d 0 upon the 
initial state of things. If the initial position is such that a particular facror ia 
under utilized, an increase of the size of a firm or an industry owing to an increase 
demand may give rise to increasing returns even in the short period. 
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here study the condition ot a dynamic or rather a biological equili- 
brium, and not that of a static equilibrium, so that the forces mak- 
ing for the eijiiilibrium will themselves^ be assumed to be in motion, 
is yiew of swh a nature of tmr equilibrium, the inedium for the 
study of oui problem will be the Hepreaentative Finn, a firm 
which typifies the supply curve ot the industry to which it belongs. 

The probhuu of Increasing lieturns under competitive condi- 
tions has been engaging the attention ot analytical economists for 
some time. The disciission was started by Mr. Piero Sraffa, who, 
ill the course of an article on ‘ The l^aws of Returns under Coni- 
pe(titivie Conditions '2 argued that the laws of IMminifihing Returns 
hnd Increasing Returns cannot operate in a competitive e<|uili- 
brium.'^ What he says about diminishing returns is, of course, 

heytmd dispute. In so far as all the factors of production are elastic 
in supidy in the long period, the rate of returns cannot be diminish- 
ing with an -increase in the scale of production. The real trouble 
is with regard to the opposite tendency, — the tendency to increas- 
ing leturns with wliich the present paper is concerned. Mr. Srafta 
dismisses inereasing returns derived from purely external eeo- 
.uomies and purely internal economies, as altogether incompatible 
with competitive conditions. So far as they are derived from 
external economies merely, he says^ their oj>emtion is ol>viously 

2 Published in the pAionotnic tournal. l^ecembfelr, 1926. 

A A scepticifil view on the laws of returns was expressed much earlier by 
Mr. Clapham. (Economic Journal, September, 1922 — a paper ‘ On Empty Eco- 
nomic Boxes.') But Mr. Clapham did not go so far as to deny the reality of 
the concepts. He only questioned the practicability of boxing a particular industry 
with a particular docket. We have, indeed, to examine each particular case and 
$ee to what 'Jaw it conforms. But that requires a realistic study and is beyond 
the province of analytical economists. A theoretical study of the problem is not, 
however, fruitless; for it serves as a coinpleinent to a realistic study. Economists 
unaided cannot fiW their empty boxes because they lack the necessary realistic 
knowledge ; and businessmen unaided cannot fill them because they do. not know 
where and >vhat the boxes are. With collaboration, however, it is not uureasonable 
to hoj>e that some measure of success iriay eventually be achieved.” Bigou, 
Economics of W’ elf are, .p, 229, 
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imposBible at the point of the particular e<£uilibrium of an industry, 
where, according to hypothe«i«, no economies of this sort are 
present. And so far as increiising retuixis are due to internal eco- 
nomies, they cannot, according to him, operate at the point of 
equilibrium ; for, so long as production is carried on under indivi- 
dual increasing retuins (owing to the existence of internal econo- 
mies) each firm is expec^ted to go on increasing output ; and the 
logical conclusion may be that production concentrates in the 
hands of a single firm having a better start, and competition ceases 
to exist. If, however, the nature of economies is such that they 
are external from the point of view of the individual firms, but 
internal from the point of view of the industry as a whole, they 
may co-exist with competitive equilibrium. But these economies 
are ruled out by Mr. Srafia on the ground that they are not 
likely to be called forth by small increases in production/^ The 
supply curve of a particular industry in competitive equilibrium, 
according to Mr. Sraffa, therefore, represents conditions of Constant 
Returns. Thus he observes that the prevalence of constant return^i 
is due to the absence of causes which tend to cause the cost 
either to increase or diminish,'^ and not, as the mathematical eco- 
nomists would have it, “ from the balancing of two opposite 
tendencies to diminution of cost . . . and the tendency to increase 
of cost.'^^ 

Prof. Pigoii in a note on the same problem asscKuates himself 
with Mr. Sraffa in the lattei*s remaiks on internal economies. 
“ The Representative Firm he observes, “ must be conceived as 
one for which under competitive conditions, there is, at each scale 
of aggregate output, a certain optimum size, trespass beyond 
which yields no further internal economies.''^ But he suggests 
that an increase in the scale of production may open up external 
economies in the industry sufficient to insure increasing returns. 

4 Economic Journal, September 1926. 

5 Bconomic Journal, June 1927. 

P. 8 
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WliAt sonifies, is not the absolute size of the increases 

of exteinal economies that ijonespond to a given addition to the 
scale of output, but “ the ratio between the increase expressed as 
a prOfmition of lueviously existing- costs and the increase of output 
expressed as a x^ropoition of jue^iously existing output’’; and 
llioug^h both of these variables may be of the second order of smalls 
tlicir ratio may he of the hist order. 

In a subsequent analysis, hoAvevei, ho concedes that even 
internal economies, so far* {is they are derived from an increase in 
the scale of the industry may contribute to the prevalence of in- 
creasing returns. 

“ The increased iq>eeialisation of its component firms made 
|/ossible by an enlargement in an industry as a whole, often in^ 
\olves a large reduction in costs.”^' Allan Young also draws 
fittention to this . deiiivative nature of interaal economies in his 
iuc sidential addi'css before sec-tion F of the llritish Association.'^ 
As he ohserves, the growth of produidion due to an extension of 
the market results in an extension of ‘‘ the division of labour 
among industries” so that the internal economies of the repre- 
sentative firm “ dissolves into the internal and exteinal economies 
of tli6^ more highly specialised undertakings ” ; and this process 
brings in new economies which manifest themselves in increasing 
returns. This, Mr. Shove thinks, cre?»tes a difficulty in the identi- 
fication of the representative firm and in using it as a medium for 
explaining increasing returns.® But as a matter of fact, a re- 
organisiition of this kind leads to a diveusification of industries, 
that is to say, a splitting up of one industry into many more 
specialised industiies; and what is required, after such a differen- 
tiation has oceUiiTtHl, is to ItH-aie a repi't^sentative firm for eQch of 
these related but different industries. We have, for instance, to 
look for a repr(\sentulive firm in the spinning industry, 


8 Economic Journal, June 1928, p. 262. 

7 Tbid., December 1928. 

8 Ibid., Marcb 1930, p. 116, 
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0 T)e for the weaving industry, ami a third for the dyeing industry, 
il, as in Mr. RolKutsonVs illustration, the spinning-cuini-weaving- 
rum-dyeing industry breaks up into s^^purate units for spinning, 
weaving and dyeing. 

We have seen that Mr. Sruft’a df'nies absolutely the compatibi- 
lity of increasing returns with conipetitive conditions, and Prof. 
Pigou reconciles the two as.snni[>ti(>ns with the helj) of exttu’nal 
economies and those intt^rnal economies that are opened u|) through 
aji expansion of the industry. Ae(‘ording to Prof. Pigou, therefore, 
ajiart from external ecojjomies and the ty])(' of internal eeonomits 
referred to, ( ({iiilibrium is estahlished at a. point at which tlie 
marginal cost of the representative firm coincidi s with its average 
cost, — a ])oint, that is to say, at which production is carried on 
under diminishing marginal returns. 

Mr. H()l>ertson, on the other hand, goes on to suggest that there 
is sc‘oj)e even for internal economies pure and siinph‘ to bring 
al)out increasing returns in equilibrium coudifions. The reason 
why the potentiality of increasing returns does not lead to the con- 
(‘entration of ])rodiiction in the hands of a single firm is that ar»y 
individual firm is like a water-drop ”... forming j>art of a 
” wave,” . . . ^‘ having no identifiable entity with continuing will 
and pur})OHe of its oAvn, which ha^s both the power and inducement 
to expand its oiit])ut.”5 The idea seems to he that as the indivi- 
dual firms have no continuity of existence, the representative firm 
of to-day may be replactHl by a new firm i\ few years hence; so 
that though it is possible, for exam})le, for a. lepreseiitative firm to- 
day to enjoy internal economics l)y increasing output, yet, by the 
time it increases output, circumstaiiees may change and it may 
cease to be representative. 

The analysis of Mr. Shovo^® which is made with a new device 
also leads to the same conclusion. In the hands of Mr, Shove the 

9 Economic Journal, Mardi 1930, p. BB. 

•Ill Sec his discussion on ‘ The Representative Firn) and Increasing Returns,’ 
Economic JoiirnaU March 1980. 
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concepts of internal and external economies have been further 
refined. He distinguishes l>etween economies which result from 
an increase in the output of an individual firm, the total output 
remaining constant, and economies which result from an increase 
ill the output of an individual firm, the output of the other compo- 
nent firms remaining constant. The foimer economies he calls 
' economi(‘s of individual expansion ’ and the latter he calls ‘ eco 
ncmievS of large-scale industry. He then makes use of these new 
instruments in explaining how even the so-called internal eco- 
nomies can coexist with competitive eipiilibrium. 

Internal economies, so far as they are economies of individual 
expansion, may l>e positive at the point of iM|uilibriuni ; yet there 
is no profitable scope for the representative firm to increase its 
output because of difficulties in imirleMnfj. As, according to hy- 
[jothesis this increase in the output of the firm is at the expense 
of other component firms, our Qrm has got to invade foreign 
markets for the disposal of additional commoditit^. This involves 
additional costs, viz., cost of transport, cost of advertisement and 
so on, and these ‘ diseconomies * may more than offset the economies 
of individual ex|>ansion. In case the cost of marketing is negligible, 
or at least less than the economy of individual expansion, the 
difficulty in the way of concentration of output in a single firm comes 
from the element of time. Eixpanaioii takes time, and during the 
expansion-inteiwal the luck or eflSciency of the film may decline, 
so that the expansion ceases to be profitable. 

ill Prof. Pigou’s classification of the niarginiJl cost of a firm into ' Marginal 
substitute cost ’ and ‘ marginal additive cost * was also introduced to indicate a 
similar distinction. What he calls * marginal substitute cost ’ refers to the cost 
of that marginal increment of the tiutput of a firm which is accompanied by a 
corresponding contraction of output on the part of other component firms ; and 
what he calls * marginal additive cost * refers to the cost of a marginal increment 
of the output of a firm which is not accompanied by any alteration in the output 
of others firms. (See ‘ An Analysis of Supply ' : Economic Journal, June 1928, 
I». 242.) But l^rof. l^igou did not pursue his analysis on this line on the ground 
that in a many-firm industry when the output of a particular firm is smaU 
relatively to the industry these two costs are not lilsely to differ substantially, 
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Now, these possibilities were in fact anticipated long ago by 
Alfred Marshall himself, and he solves the difficulty in exactly 
the same way. Thus he writes: if there were no other 

difficulty ill the way of the unlimited expansion of a strong manu- 
facturing business, each step that the firm took forward in supplant* 
ing its rivals, would enable it to produce profitably to itself at 
prices below those which they could reach. That is, each step 
would mtvke the step surer, longer and quicker: so that ere long 
it would have no rivals left, at all eventH in its own neighboin- 
hood. That condition must of course not be omitted ; because the 
expense of marketing heavy goods at a distance might overbear 
the eckmomies of large-scale production. But for goods, of which 
the cost of transport is low, and which are under the law of In- 
creasing Return, there might have seemed to he nothing to prevont 
the concentration in the handvS of a single finn of the whole pro- 
duction of the world, except in so far as it was closed by tariff 
I'arriers. The feaMrn why this fesrtli (li<l not follow was simply 
that no firm ever hod a sufficiently lony life of utuihaied energy 
and power of initiative for the purposed 

It is this latter point that Mr. Robertson tries to emphasise 
while he introduces his analogy of ‘ water-drops ^ and ‘ wave.’ 
Marshall’s metaphor of ‘ trees in a forest ’ is also introduced just 
to show this nature of organic growth of firms in an industry. 

As a matter of facd Marshall does not conceive of internal and 
external economies as indepenc^ent and unrtdated forces making for 
increasing returns. Op the other hand, he suggests that there is 
a sort of inter-relation between internal and external economies. 
It is here that biology comes to our aid. In the field of bio- 
logy we find that living beings influence and at the same time are 
influenced by their environment. On the one hand the develop- 
ment of an organism is the result of a reaction to stimulus from 

12 Here obviously he has in mind the phenomenon of individual expansion. 

13 Industry and Trade, pp, 315-16. Italics are mine. C/. also Principles of 
Economies (7th Edition), pp. 808-09, 
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the external environiiient ; on the other hand the organisms them- 
selves through the |)qth of evolution continue to mould the environ- 
inent in their endeavour to attain higher forms of life. Similarly 
the individual firiu.s do grow under external stimulus, that is to 
say, they are influenced by the condition of the industry to which 
they belong ; but in the process of development they in their turn 
influenee the environmental conditions. In other words, there is 
a process of action and reaction between the industry and its com- 
ponent firms, between external and internal economies. 

The analogy may be pushed further: The proc^ess of evolution 
is such that organisms always endeavour to secure a greater and 
greater adaptation to their environment and this process continues 
until a perfect equilibrium is C'stablished betwciUi the creatures and 
their environment. In the vsame way individual firms tend to 
approximates to the conditions of the industry, until in the leing 
run a perfect equilibrium between the firms and the Industry is 
established. That firm which can pe'rfectly adapt itself to the (‘on 
ditions of the industry is the Representative Firm ; so that the 
long-period tendency is for all firms within a particular industry 
to approximate to the conditions of the re])resentative firm. Here 
is the clue to tlie theory that the cost of tin? representative firm 
tends to indicate normal values, the representative firm being thus 
conceived as a long-period average firm, — average in the sense in 
vhu*h it is used in statistics, — a type, and not merelv a mathe- 
matical average. 

Tile recent analysis on the problem of iiiereasing returns thus 
goes to show that a relative equilibrium, as defined above, can take 
place at a point w^herc the average cost of the representative firm 
is higher than the marginal cost, and where there is scope for both 
external and internal economies giving rise to increasing returns. 
As a matter of fact there is no reason why such a situation should 
be improlmble. We must remember that e<juilibrium is the result 
of a balance between the forces of supply and demand, whether we 
refer to the individual producer’s supply curve as coupled with the 
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particular demand Diirve ol hi« own market * (as in the 
ease of a lejiiewentative firm) or to the general supply 
cuive as coupled with the general deraand cui‘vt>- (as in 
the case of the indiustry as a whole). Although, there- 
fore, the s\ij)ply price of the representative firm at the position of 
(Miuilibrium may l>e diminishing, the demand i)rice may be still 
more diminishing, so that any expaiision of output ceases to l>e 
profitable. In view of this we find that the oi)timum size of the 
representativ(» firm is not that size “ trespass Iwyond which yields 
no fiirth(‘r internal economies,^’ hut rather that size trespass beyond 
which is not pmjiUihJe under certain given conditions of demands 
l*rof. Pigou argues that under competitive conditioiiB the equili- 
brium firm — to use his own terminology — can profitably increase 
outp\it to some extent beyond the point of intersection of the 
demand and supply curves, providtMl, of course, its own output 
forms a very small i)ui t of the total outi)ut of the industry ; for, 
in that case, tlu" l)iic(‘ in the market is approximately unaltered 
by an (’xpansion on the |)art of the equilibrium firm which can, 
therefore, expand output and still sell at approximately the old 
l»ricc.'^^ But, there may Jiot he only one firm rei)resenting the in- 
dustry. If there are more than one firm of a ie])resentative type, 
any inclement in the suj)]/ly of the representative firms may afreet 
the total supply to such an appreciabh^ extent as to alter the 
demarul ]>rice of the niarket.‘^^ 

By an extension of the above argnment it can be shown that 
th(> gr<*at(*r th<‘ elasticity of demand the larger is the scope for 
cxj)ansion on the part of the Tej)resentative firm. Now, the elasti- 
city of demand for a commodity is not an independent variable. 
It is indirectly aflectc'd by the •supx)ly of the commodity. The 


Economic Journal, June 192B, p. 265n. 

J6 It must be noteJ further that if an expansion of the representative firm 
is not fdUowetl by a eorr©8jx>nding expansion on the jmrt of other firms, it 
loses its representative character. 
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reason is that as the conditions bec^onie favourable for the produd^ 
tion of a particular commodity and its aggregate supply increases, 
the demand for other commodities incaeases through the first 
commodity (for the demand for any commodity is derived from other 
commodities). This increase in the demand for other commodities 
otters scope for the expansion of their output, and this again reacts 
on the elasticity of demand for the first commodity. This process 
may have its full play if the extent of the market is sufficiently 
wide. Thus Allan Young suggests that economies of large-scale 
jiroduction through roundabout methods depend ujion the extent of 
the market, and attributes the efficiency of American industries 
above all to the extent of the American market. This principle, 
it must be noted, is of fundamental importance for India which 
providcvS a very extensive market, and where, therefore, there is 
a laige scope for a profitable expansion of indusfnes.^^^* 


A paper read at a meeting of tlie Dacca University Economic Association 
on the 19th January, 1981. 



¥HE KEMOj^ETlSAtlON OF SILVER 


BY 

B. Ramachandra Rau, 

Calcutta University, 

Propounderl by the great banker Mr. J. F. Darling, this idea 
oi restoring silver m the metallic standard in the Eastern countries, 
viz., China, India, Sudan and Arabia, is becoming a iashionable 
recipe for solving the present-day world-wide trade depression.^ 
If the Eastern agricultural masses were to regain their purchasing 
power which they would by the selecting of silver as their standard 
monetary metal and thus increase the value of their silver hoards 
the Western manufacturing nations would find a market for their 
products. Mutual prosperity would result out of this step. Thus 
viewed, this proposal is meiely a repetition of what happened in 
the United States of Ameiiia immediately after the Civil War. 
To prevent the commodity prices from falling lower, silver dollars 
were added to the ciiculaiion as a result of the persistent agitation 
on the part of the silver interests. (Tnrency liistory is onlv tend- 
ing to repeat itself. 

Secondly, the present-day distribution of the world’s gold is 
faulty. The Ttnited States of America and France^ are possessing 

1 See Lord Brabourne’B Speech, Annual Meeting of the ConRolidated Gold 
Fields of South Africa, Keported in the Statefimari, 29th December, 1930. 

See al^o Bettathr Pittman’s Speech at Washington of 25th November, 1930, 
quoted in the Liberty, 21st December, 1930. 

2 Frahce receives gold as a result of the fact that she receives far more from 
the reparations payment than what she pays to foreign countries. This theory 
aecouuts satisfactorily for t fife increase in gold as well as steady short-term foreign 
balances which are not converted into long-term capital investments and are 
being used in short-term money markets. These are tending to act as a drag on 
the stability of the intematiohal monetary situation. Bee the St&tist, September 
6th, 1930. 
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the bulk of the world’s gold stock. They are fast becoming 
a bottomless sink of the precious metal — gold. Though the inward 
l!ow of gold back from America into the European monetary sys* 
terns becomes discernible since this movement is not a 

very perceptible one and the ideal distribution of gold which ought 
to follow the well-known law of the Territorial Uistribution of 
Itrecious metals is becoming impossible under such conditions. 
The credit system of the different countries of the world cannot 
therefore be based on gold which is becoming rarer as a result of 
the diminished output of gold from the mines and its being locked 
up or selfishly impounded in the banking systems of these two 
countries. Sound international credit conditions cannot ensue as 
a, result of these twin problems concerning the world’s gold stock 
If international bimetallism were to be adopted world-wide credit 
disturbances need not be apprehended. 

Nextly, the token silver coins which were used extensively 
in Great Britain, France and the Continental countries in the pre- 
^var days have been given up. Becoming habituated to paiier sub- 
stitutes during the war-time they have given up the minting of silver 
as a subsidiary metal in their present-day composite monetary 
standard. Unless this practice is also revived and the monetary 
demand added to the pure industrial demand for silver, the value of 
silver would not rise to a substantial level — profitable enough to 
continue silver production on a large scale 

The dumping of silver by the different governments is respon- 
sible for the unduly low luice of silver or the phenomenon of lower 

3 See Sir Henry Strakosch, The London Economist Special Memorandum, 
dated 5ih July, 1930, entitled “ Gold and the .Price-Level.” 

See also the Interim Report of the Financial Committee of the League of 
Ivations, enquiring into the problem of ” Gold and the Prices.” 

4 About 66,000,000 oz. of silver coins were demonetised by France and 
Belgium. See Senator Pittman’s Speech. 

5 At one time the price of one oz. of silver was about 126 cents and it has 
now dropped to 33 cents per oz. In order to make it remunerative the suggestion 
of Lord Brabourne is to raise the price of silver to 2 h. an oz. 
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prices in spite of diniiiiishing’ output of silver. The silver interests 
of the United States of America, who are still a power in politics, 
are already vigoroiiisly protesting against this unwarranted inter- 
ference with the price of silver. It is indeed curious that the sugges- 
tion of selling silver by means of open tender has not been adojited 
altliough about 4(),0fK),()00 oz. of Indian silver wene sold by the 
Government of India. This low price of silver is considered be 
the main cause of lowered trade with China and the East. It is, 
however, forgotten that even the Western countries lack the real 
purchasing iiower avS the incubim of the war debts weighs heavily 
on thein.^ 

Academically s|'eaking the projiosal is based on sound reason- 
ing. Hut the present-day Avorld is lired of novel moneiary plans. 
Conscious of the fact that no c‘ommodity standard, be it gold or 
silver, can give us an unvarying piice-level, people have been look 
:ng to banking policit*s as their saviour in this particular direction. 
International Central banking co-operation would become irnpos 
sible if the world is divided into the East and the West, the former 
using gold, the latter using silver as their standard monetary 
nietals. The complications, to which foreign (ommerce between 
the two groups possessing inde])endent currencies would be sub- 
jected, would be important obstacles of no mean character. Be- 
sides these ditficnlties it would not eonstitute a permanent currency 
reform. 

It is not by this monetary reined v alone that the present-day 
world-wide trade de])ression can be vsolved. A revivification of the 
purchasing power would stimulate effective demand but there is 
a remarkable lag between the fall in agricultural prices and the 


6 See Mr. Goodenough’g scheine for the International settlement of War 
Debts. The Unite:l States of America semis .a full third of its exports to Europe 
and this lack of pun’hasin'^ power is no less responsible for trade depression in 
the TJ.8.A., than the lack of ability on the part of the. Eastern countries to 
consume American goods. 
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fall in tl^e prices of manufactured Wbile 

nature tended to reduce the prices of agricultjur^ad coniinndit^ m 
almost all the countries as a result of the surfejit of good 

t)^ipgs, the laboui' organisations of tl^e wide-awake ^onomie sys- 
tems Ijave refused to be content with lowered lyages.® As no 
assault on the earnings of the wage-earners has tajjcen plane no 
pionounced reduction in the cost of production of manufactured 
products has resulted. Unless attention is drawn towards im- 
provements in this direction, the mere incieasiiig of the pu^hn^iRg 
power is no solution. The elasticity of business and Industrial 
factors^ is totally lacking with the result that there is np proper 
adjustment to the low level of the conimo<Utv prices brought about 
by lesser purchasing power and previous overbuying of the maim 
factured articles, which were sold with ease in the past few years, 
^he <^pnsumers are suft'eriiig from a ^jevere attack of indigestion ” 
and unless this demand is exercised once again the industrial 
depression will not pass.^o While the i|voi1d population has increaii- 
ed slowly, the output of prime commodities and manufactured 
commodities has increased gi'eatly bringing about this iuevituhl^ 
^Ininp and business depression. 


7 The prices of raw materials and foodstuffs have fallen by about 30 per cent 
while that of manufactured exjxirts by 20 per cent, the cost of living by 11 per 
cent and the money wage by less than two per cent. — See the Report q{ tU« 
Business Conditions , in the United Kingdom, October 20, 1930, Memorandum 
No. 25 of the Royal Economic Society, p. 3. The case is not, different with the 
ofher important countries of the world. See the Statist, September 6th, 1930, 
Article entitled “ Trade and World Harvests.” 

8 liook at the recent German Strike in the Berlin Metal Industry as a 

of the refusal of the Trade Union to accept the official arbitrator’s award. See 
the Statist, October 26th, 1930, p. 568. 

9 There is no attempt to revise wage-scales downwards nor lower tfee gap 
between the wholesale and retail prices. These factors are respopsibfe for t^Bi 
economic sickness which has been affecting most of the amntries of the world. 

10 See the Business Letter of the Canadian Economic Service, 

University?, Hamilton, Ontario, October IQth* 1930. 
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The tariff nuisance is no less a menace and the free move- 
ment of commodities is being haini>ered in all countries despite the 
pious and ineffective resolutions of the World-ficonmnic Crjnference 
convened in Geneva by the League of Nations in !D27. The Smoot- 
Hawley Tariff precludes the other countiie? from purchasing the 
cheap and versatile American goods. It is only just recently that 
tariff truce iiegotiatioj s have been c( hipleted to facilitate mutual 
trading relations betuern Lelgiuin, Ivfuxeinbeig, Denmark, the 
Netherlands, Norway and Sweden.^^ These protective tariffs gene- 
rally make it inii o sible for foreign countries to find markets for 
their expoits. It is now becoming apparent that world ]}rosperity 
cannot be built under sucli conditions. 

World-wide ccciionuc .•^ tabilitv cannot be secured by thi • single 
monetary reform — the lesuscriiation of silver as a mon(>tHry metal 
in the East. In so far as it concentrates our attention on the con- 
current gold output and distribution problems it does some indirect 
service. But unless all the countries adopt the same moiietary 
gauge, I.C., gold as a standaid metal there would \ye no unifying 
element and exchange operations would be rendered difficult by 
this reform. Mischievous conseKiuenees fraught wu’th great danger 
might arise. Chtinges in the market price of silver w^ould add to 
the risks of foreign commerce. It w^ould degenerate to mere 
gambling as the moving parity might cause at one time excessive 
activity in the home trade and excessive activity in the foreign 
trade at other times. These fluctuations would be erralic and 
cannot be anHc irntcd bv any rati omd prrt c ses of reasoning. Hence 
international trade would be greatly hindered; It is for this reason 
that though silvei* is used for internal purix}scs gold is selected 
for external payment purposes by the silver-using countries. 

Again there is a faulty assumption that silver production 
Xould he on the increase to such an extent as to satisfy lire pro- 


U See the Statesman, Letter of the Oek) Corresfjon^nt, pubhabed on 
December 24, 1930. 
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posed Increased monetary demand. It is the opinion of experts 
that new silver from the mines of Auistralia and the XJnited States 
of Ameri(;a would dwindle and that the supply of silver would fall 
f»if in the near future unless it is to be counterbalanced larj^ely by 
increase output from the Mexican mines which have so far been 
only partially exploited ^ ^2 During the recent war-times and the 
<hsturbed political conditions ensuing in Mexico the silver mines 
lecanie an uncertain factor with the result that the ])rice of silver 
rose to an uninecedented height. It cause<l grave danger to the 
Indian monetaiy system which could only be solved by the time 
ly action of the United States of America in passing the famous 
Ibttman’s Act to satisfy our demand for silver to the extent of 850 
million dollars. Will not similar conditions ensue if India and the 
Ffistern countries were once again to mint vsilver furiously to satisfv 
monetary demand? 

Silver apparently has no monetary future. Silver rupees are 
fast returning to the Government Treasuries in various parts of 
several of our provinces. This tendency shows unmistakably that 
our people dislike the silver rupee as pocket money. Only in the 
remote interior does the silver rupee hold its fascination on the 
rural masses. In almost all the bigger centres and trading marts, 
the merchants and businessmen are making an increasing use of 
the Government facilities for remittance provided through treasuries 
and currency offices. 

Even in Iraq the Arab is now holding gold and th(' proposed 
new currency (December 1930) as in the case of Palestine is more 
or less a gold-exchange standard w ith internal currency based on 


12 The production of silver as a by-product of lead and other mines has also 
to be reckoned in these calculations. Imj)rovements in minin'^ may also tend to 
increase the output of silver from the mines. But the production of silver was 
materially reduced in each month of 1980 bringing about, unfortunately no increase 
in the price of silver. 

13 See the Annual Report of the Controller of Currency, lOiZS-lOSO. The average 
active circulation of notes has increased by nine crores during this year. 



The remonetisation of silver 79 

sterling., The Turkish Gold Lira has already risen by one rupee 
as the Arab is buying up gold.^^ 

It is not only in the East that the popularity oi silver as a 
form of money is waning. When the Eederal Government of the 
United States of America attempted to coin silver into 271 million 
dollars in 1921 and force them into the circulation, the people did 
rot respond nor show any genuine preference for thern*^^ It is 
attempting to eliminate the silver dollar and certificate from the 
monetaiy system altogether and keep it as purely subsidiary metal 
for small change and circulation purposes. General demonetisa 
tion and falling prices are inevitable so far as silver is considered 
for both in France and Germany bank notes of smaller size are 
being incieasingly used in place of spe< ie.^'' The old irredeemable 
five franc silver pieces are no longe^r the monetary standatd in 
Fiance. This old limiiing standard has given way to the new 
g;d(l franc and the gold bullion standard system has been 
adojded in 192<S. Thus (here is a continual demonetisation of silvet 
all over (he world. TJie silver standard is fast becoming a bai 
barons ridic. The economic disaster such as the present w'orld- 
v. ide industrial trade slumi) might have been aggravated by the 
nni rowing of the basis of (*iedit but it is not the sole cause and 
although “ cheap and easy ’’ money is being intentionally main- 
tained by the banking policies of some of the advanced countries 


Quoted from the Statesman Bagdad Correspondent’s letter, dated Oecembet* 
11, luao, published on December 24, ItW. 

16 See G. W. Dowrie’s American Banking and Monetary Policies, p. 300. It 
civuld not but be so, for, from 1018 the monetary policy was to substitute small 
Federal Reserve notes for the silver certificates in one and two-dollar denomina 
tions. The attempt is to completely retire silver dollars and silver certificates 
from monetary circulation. 

lf> Bee the Interim Report of the League of Nations on “Gold and Level 
of Prices.” It reccmimends that the extended use of cheques and smaller bank 
notes should be given up and in their place subsidiary coins should be used or 
else the demand for gold as the basis of credit would not be lessened. 
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yet there is »o iuamedkiite recovery even in these oonniries pnrstting 
this policy. 

The adoption ot silver inonometallism by the Eastern countries 
wauld make them flounder considerably before they can perfect 
their banking* and monetary i>olicie8. There is a distinct trend alt 
<A’er the world to give up the metallic cuiTeney, be it gold or silvcf, 
even thotigh the gold standard in one or other of its varied forms 
is being adopted. The use of paper as internal eiirrency is on the 
increase. This is the case in almost all the Eastern (countries, 
except in China, which begins to hoard sih^er as soon as political 
conditions destroy the confidence of the masses in the note-issues. 
It would be a retrograde ineastire if these Eastern countries were 

jgive up this useful habit as a result of this suggestion and 
accept silver monometallism with silver coins in circulation as the 
accepted feature of their monetary organisation. 

One of the best solutions of the World-wide trade depression is 
to forcibly lower the long-term market rates of interest to the old 
pre-w*ar level. Prof. KeyUes rightly points out that to the Eco- 
nomic historian of the future the slump of 1930 may present itself 
as the death stiuggle of tfie post-war rates of interest and the 
re-emergence of the pre-war rates. The market rate of interest 
is no doubt falling but not fast enough to catch up the natural 
rate of interest. Hence there is recurrent profit deflation leading 
to recurrent income deflation and a sagging price-level. So the 
banking systems should influence the market rates of interest and 
induce the belief that low shoii-term rates of interest would tend 
to prevail for a long time. This can be done by lowering the de- 
posit rate of interest in both countries, viz., Great Britain and the 
Ignited States of America to half per cent. International Central 
Banking Cooperation should have a ^ its main plank of reform, the 
maintenance of low short-term market rates of interest by means 
of bank rate policy and the open market operations. It is by these 

17 See J. M> Keynes, Treatise on Money, Vol, II, p, 384. 
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methods the rate of investment has to be controlled and through it 
the level of prices. Any other mistaken policy is bound to sap 
the very foundations of capitalist society says Prof. Keynes, 
who has unfortunately been playing the role of Cassandra for the 
last eleven years. But the political uncertainties create an air ot 
tension and the psychological confidence required on the part of 
the capitalists to make long-term investments is not forthcoming. 
Hence it is likely that capital resources will be allowed to lie idle 
ill the short-term money markets. Thus this banking policy also 
is bound to be sterile so long as this confidence is not generated. 

For the various reasons cited already it is impolitic to give 
up the wise policy enunciated by the Mil ton- Young Commission. 
An international agreement to use silver for monetary purijoses on 
the jiart of the ditferent countries would be a backward step. All 
that can be done to luicify the silver interests is to arrange for a 
more judicious way of disposing off the unwanted silver by the 
respective Governments by means of making them, accept the open 
tender system for the -sale ot silver so that the industrial lequire- 
ments might be satisfied in this manner. This would prevent 
silver touching rock-bottom jirices in the near future. 

India, once, had the opportunity to give up the silver standard 
and return to the gold standard during the recent war-time. It 
was sadly neglected and as a result of the flooding of the market 
w'ith silver the present-day misfortunes are being experieneetl. We 
cannot hope to extricate ourselves out of this impasst* by follow- 
ing a policy of w^ait and see or by accepting the jiroposal for the 
remonetisation ot silver. 


18 The Federal .Heserve Banking Bysteni in steadily pursuing the policy ot 
creating “ easy money ” conditions during the first and second halt ot luao. 
The recent report issued by the Harvard Economic Society shows that the stage 
has been set already for a financial recovery but the needed internal adiiistuients 
in business have not been taking place and there is no recovery of trade and 
industry even in the United States of America. See the Memoranda of the Koyal 
Economic Society, Nos. 22 and 26. 

F. 11 
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Even granted that an international agreement for the increased 
use of silver as monetary metal is brought about and the vested 
interests of the United States of America were to succeed in raijs- 
iiig the price to such a level as to wipe off the difference between 
the nominal and bullion value of the coin the Government of India 
can safely issue the one-rupee notes as a valuable expedient to tide 
over such coniingency. Any further increase in the use of silver 
foi our internal currency purposes would be povstponing for ever 
the sound currency plan adopted by the Hilton-Young Commission 
and partially carried out by the Government of India. 



Announcements 

INTERNATIONAL CONGRESS FOR STUDIES 
REGARDING POPULATION 

Organized by the Italian Committee for the study of population problems 
an International Congress for studies regarding population will be held 
in Rome from 7th to 10th of September next. 

His Excellency the Head of the Government, Benito Mussolini, has accept- 
ed the honorary Chairmanship of the Congress, while the effective Chairmanship 
is entrusted to Prof. Corrado Gini, President of the aforesaid Italian Committee, 

The organiztion of the Congress will include ; 

(а) An Honorary Committee ; 

(б) An International Committee of Patronage, composed of presidents 
and representatives of National Scientific Organizations for the study of popu- 
lation problems and other personalities who will be entrusted with the propa* 
ganda for the Congress in their own countries and with the relations between 
the Organizing Committee and those engaged in these studies in the respective 
associations ; 

(c) An Organizing Committee, composed of Italian Members who will 
be entrusted with the organization of the Congress and will be responsible for 
the acceptance of communications. 

The programme of the Congress is purely scientific, so that any political, 
moral or religious propaganda whatever is forbidden, even if questions con- 
cerning the problems of population are involved. 

For the distribution of the scientific papers the Congress will consist of 
the following Sections : 

Biology and Eugenics— Anthropology and Geography —Hygiene and 
Medicine — Demography — Economy —Sociology — History —Met hodology. 

Each meeting will be presided over in turn by specialists belonging to 
different nationalities. 

The Congress will be open to the public. 

All taking part in the Congress will be entitled to send communica- 
tions of which the final text must reach the Organizing Committee before 
1st July 1931. 

In order to draw up the programme of the Congress it would be advisable 
however to send to the Organizing Committee, as soon as possible, the subjects 
of the communications with a short statement of their contents. 

Some subjects of special importance, chosen by the Organizing Committee, 
will be the object of reports by personalities previously nominated and will be 
submitted to the discussion of the Sections, 

The subjects so far proposed for the reports are given below. 

Those who would like to suggest subjects for other reports are asked to 
send their proposals to the Organizing Committee as soon as possible. 

The fee entitling to take part in the Congress and to receive a copy of 
the Proceedings is 1^. 50 (fifty lire) for all those invited, whether individually, 
or through National Scientific Committees or Associations, and of L. 100 (one 
hundred lire) for others taking part in the Congress. 

In March a more detailed programme will be distributed, containing 
the titles of the reports together with the names of the reporters and of the 
Members of the Honorary Committee, the International Committee of Patronage 
and the Organizing Committee. 

All those who take an interest in the Congress and would 
like to receive the detailed programme» which will be issued 
in March, are invited to apply to the “ Qomifato 3taliano per 
h studio del ^roBlemi della ^opotazione ** — 10, Via detle J'erme 
di Diocleziano, Jioma f c7fa//a^. 



SUBJECTS PROPOSED FOR REPORTS TO BE PRESENTED 
TO THE INTERNATIONAL CONGRESS FOR 
STUDIES REGARDING POPULATION 


ROME 7-10 SEPTEMBER 1931. 


7 'he assignment of the Reports to various Sections is only provisionaL 
p'or the discussion of some Reports two or more Sections ?nay meet together,, 


Sect. 1,— -Biology and Eugenics. 

1, Biological factors of a declining 
birth-rate. 

2, Sterility. 

8. The frequency of plural concep- 
tions in women. 

4. Demographical and genetical 
effects of consanguinity. 

5. The nutrition level of different 
populations and its relation to 
physical and psychical characters. 

6. Longevity. 

7. Effects of war on the race. 

8. Relations between intelligence and 
birth-rate. 

Sect. 2, — Anthropology and Geography 

1. Crossings in human races. 

2 Differential anthropological charac- 
ters of native and immigrated 
populations of large towns. 

8. The persistence of physical and 
psychical characters in the popu- 
lation of each territory. 

4. Anthropometic inquiry on Italian 
soldiers, 

5. Physical constitution and fertility. 

6. Physical constitution and mortality. 

7. Different types of rural dwellings. 

Sect. 3, —Medicine and Hygiene. 

1. Selective character of different 
causes of death. 

2. Possibilities of ejcpansion of white 
races in glacial and tropical 
climates. 

3. Social and biological factors of 
the declining death-rate. 

4. Epidemics in modern times. 

5. The factors of statistical increase 
of the death-rate for some causes 
of death. 

6. The arrest of the decrease of the 
specific death-rate for some 
populations in recent years. 

Sect, i. — Demography, 

1. Differential marriage- rates for 
immigrated and native popula- 
tions of large towns 

2. Differential nuptiality of the 
different social classes. 


8. Estimate for some populations 
unprovided with regular regis- 
tration. 

4. The bearing of infanticide and 
abortion on the development of 
population. 

6. Mass emigration. 

6. Interrelations between birth-rate 
and death-rate. 

7. The decline in the population of 
Equatorial Africa. 

8. The demography of primitive 
peoples. 

9. Calculation of the future growth 
of a given population. 

Sect, b.- Sociology. 

1. The evolution of the family. 

2. Differential birth-rates for the 
different religions. 

3. Differential birth-rates in different 
social classes. 

4. Large families. 

6. Justifications of birth-control. 

6. The bearing of legislation on the 
development of the population. 

Sect. Economy. 

1. Interrelations between wealth 
and density of population. 

2. Internal migrations. 

3. International migrations. 

4. Th^ depopulation of some moun- 
tainous territories, 

5. Famines. 

Sect. 7. — History. 

1. The numerical evolution of popu- 
lation. 

2. Epidemics in history. 

3. Malaria and the decline in the 
birth-rate of ancient Rome. 

Sect. Methodology. 

1. The measure of fertility. 

2. The measure of homogamy. 

3. The money value of a man. 

4. Methods for the cartographic 
representation of population 
density. 

5. The median point of a population 
and its determination- 
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Index'Numbers of 
Prices of Agricultural Products 


The International Institute of Agriculture has recently 
published in Koine a methodological study having tlie 
object of explaining the purposes and procedures adopted 
in many countries in the construction of the different series 
of index numbers and therefore their significance. This 
documentation presents a scientific and practical interest to 
all those occupied in the study and use of index numbers 
of prices of interest to the agriculturist. 

This publication of the international Institute of Agri- 
culture also contains tables in which are grouped all the 
data available for a series of years, as far as possible from 
January, 1921 to December 1929> concerning index-numbers 
of prices of agricultural products and other price-indices 
of interest to the farmer. 

The Institute publishes periodically in its “Monthly Crop 
Report and Agricultural Statistics ” the index-numbers 
which are available in many countries of the world. 

B. T. 


Rome, June 1931. 
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Mughal Bibliography 


Messrs. I). B. Taraporevala Sons & Co., are to publish 
shortly an annotated bibliograpliy of books and manuscripts 
relating to the Mughals in India on Art, Science, Biography, 
History, Greography, Travel, Literature, Philosophy, Reli- 
gion, Economics, Sport, &c., &c. It is now being prepared 
and will be published early next year. Every eftort is 
made to make the bibliography as complete as possible. 
Authors desirous of having their works included in the 
Bibliography are requested to send particulars of their 
books or magazine articles to the Editor of the “ Indian 
Literary Review,” 190, Hornby Road, Bombay, as early 
as possible. The full title, author’s name, number of pages 
and illustrations, year and place of publication should be 
clearly mentioned. If possible, a very short summary of 
the contents also should be given. If any persons or 
institutions happen to have any unique manuscript, full 
particulars of the same should be given. 
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Award of the Maynard^ 
Ganga Ram Prize 

jN 1925 the late Sir Ganga Ram, Kt, C.I.E, M.V.O.,R.B., 
Lahore, with that generosity for which he was so well- 
known, handled over to the Punjab Government a sum of 
Rs. 25,000/- for the endowment of a prize of the value of 
Rs. 3 , 000 /- to be called the Maynard-Ganga Ram prize 
and to be awarded every three years, for a discovery, or 
an invention, or a new practical method which will tend 
to increase agricultural production in the Punjab on a 
paying basis. The competition is open to all throughout 
the world. Government servants are also eligible to com- 
pete for it. 

Sixty-four entries were received in competition 
for the first award of this prize. Out of this number, 
however, only fourteen complied with the conditions of 
award. F'our committees of judges were appointed to 
examine and report on these entries. Their reports were 
considered finally by the Managing Committee of the 
prize on 3rd March, 1931, when it was decided that the 
prize should be awarded to Dr. C. A. Barber, Sc.D., C.I.E*, 
294 Cherryhinton Road, Cambridge, for his fundamental 
discoveries which have resulted in the production of 
Coimbatore seedlings sugarcanes. These canes have 
been definitely proved to be much higher yielders under 
Punjab conditions than the old indigenous varieties. The 
area under Coimbatore sugarcanes in the province is 
increasing rapidly each year and it is expected that they 
will totally replace indigenous varieties in a few years’ 
time. 

Applications for the next award should reach the 
Director of Agriculture, Punjab, Lahore, on or before the 
31st December, 1932. 
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The Pual System of Stabilisation, by J. Taylor Peddle. Macmillan and Co'.j 

London. Price 85. 6d. net, Pp. 191. 

This is not an easy book to review because apart from the main thesis which 
is of doubtful soundness there are numerous statements which disfigure the book. 
The author says that ‘ no part of the case which 1 am advancing is based on 
theory/ He tells us that the gold standard does not exist, and that, if it could 
exist, it is unnecessary ’ (page 1‘2) and ‘ our present gold standard system is 
the greatest inflationary system that ever existed, and, from some points of 
view, it is the greatest sham and imixisture ever* perpetrated on an innocent 
public ’ (page 87). ‘ Because of unsound monetary conditions in India and 

China, the Lancashire cotton industry is losing its trade in those countries ’ 
(page 22). ‘ The productive industries derive no advantage — in so far as it may 

affect costs of production — from the manipulation of the Bank Bate downwards, 
and the cheapening of money rates ’ (page 27). ‘ From a national point of view, 
approximately 80 per cent of all industrial production is profit ; and 
100 per cent of all agricultural production is profit ’ (page 71). ‘ Little did Adam 
Smith realise that, in this enlightened age, we should be reduced to the absurdity 
of attempting to prove that consumption — and not taxation — was the sole end of 
all production ’ (page 89). ‘ The depression in the basic industries is largely 
due to the weight of taxation ’ (page 180). ‘ The volume of industrial production 
is regulated by the volume of agricultural production, and the more of the latter 
that is done at home, the more prosperous will the country become ’ (page 152)* 
There are three distinct divisions in our so-called economic system, namely, 
(1) Production; (2) (lovernment Finance and Taxation; (8) The Monetary System; 
and the last two are parasitical since they can exist only by feeding on production ’ 
(page 34). Such statements have been culled at random. 

It is, however, with the main thesis of stabilisation as outlined in the book 
that the reviewer is chiefly concerned and it will be fairer, to the writer if his 
own works are given as far as possible. He lays down that ‘ the producers should 
have the right to predetermine the price-values of their own values. A little reflec- 
tion will indicate that this function of predetermining prices is one which the pro- 
ducers alone should assume, since it also involves wages.’ In Chapter XVI the 
scheme is described and we are told that “ the dual system of stabilisation will 
eliminate most of the imperfections now to be found within the economic system, 
of which complaint is justly made. It will permit an area of gradually falling costs 
of production and rising wages, without any contraction in the quantity of money. 
As the volume of production expands, the quantity of money will be expanded 
proportionately. Thus we get the dual system of increasing purchasing power, 
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namely, through rising wages and lulling prices, which accords with modern 
Central Banking practice. The adoption of the ‘ JJual System ' will eliminate ‘ inlia- 
tion ’ and ‘ deflation,’ t^^o defects tliat will always be present m any theoretical 
gold basis system, and if these be removed, what remaiiiH will be natural stabili- 
sation. The dual system may be summarised as a Bystem that promotes purcdias-ng 
power in two ways, namely (1) through prices tending to fall to their stable point, 
(2) through increasing wages. Both of which depend on tlic quantity of money 
being increased proportionately with the quantity of work.” The more one analyses 
the scheme the more one sees that, it will not work. VVe go back to the theory 
of value which clearly shows lliat producers cannot ‘ have the right to predetermine 
the price-values of Ihcir own productions.’ Jevons, Bohm-Bavverk, Wicser and 
others have long ago attacked the problem and no .sclienio of stabilisation such as 
that put forw ard by I be author could ever wdi k out as he imagines. 

I am not sure whether prices should be stabilised at the present level even if 
a slable purchasing powtT scheme were [iraeticable. Sliouid we not rather try to 
get liack to the level? At present we are in a trade depression not belonging 

to the trade eycle but one of a very exceptional kind tor wliieii exceptional remedies 
are ncc'essary. Jn tlreat Britain costs are relatively liigb as compared with certain 
of her induKtrial competitors and it will, it seems, be imperative to reduce wages 
to prices. Were complete unanimity to j)rcvail among central banks especially 
those of the United States and Franee with regard to the raising of prices, it 
would certainly be pijssible to do so througli the monetary machine. The mone- 
tary school has, liowever, many opponents and thc.se latter hold that it is the 

maladjustment of prices of primary products, such as wdieat and cotton, and manu- 
factured goods which is a root cause of the w^irld de}>re.ssi()n. The price of wheat 
is only one-fourth the price of some years ago and is below the pre-war level while 

the j)rice of the manufactured article (breatl) is higher than the pre-war level. 

The purchasing powT.r of the wheatgrow'er is curtailed in consequence of this. 
In recent years great efforts have been made by producers, assisted by governments, 
banks and investors, to raise the price of primary products to the level of manu- 
factured goods. This has been anything but a Buccess as with the curtailment 
of production there came a fresh stirnuliiH to production. The Gold standard, if 
replaced, would have to be succeeded by a system approved by all countries linked 
up in their economic solidarity and also as stable as the gold standard. Gold 
could only be replaced by liquid assets of value such as short-dated securities. The 
supply of these is not limited and there is, therefore, the danger of inflation. 
The attempt to keej) the price-level would be very arduous. In plain English there 
are not in existence that cooperation and confidence nor that statistical organisation 
required for such a purpose. We must, in short, not abandon the gold standard 
as this would lead us deeper into the mire. What we must do is to imjirove the 
gold standard. That is the far better alternative. Space forbids one further to 
work out this to the extent it deserves. That must be kept for a future occasion. 

G. Findlay Shirbas. 


F. 12 
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THiii Coming Benaibsance : A Study in Sooio-Ecououiic, Ethical and Cultural 

ProbiemB of the Day, by P. Li. Varma, M.A., LL,B., with an 

Introduction by Sn Bhagwan Pas. The Indian i’ress., Allahabad. 19528. 

Its. d-8-U. Pp. 207. 

Mr. V^artua makes large claims both for hiiusclf and for his book and it is 
indeed high praise that Pr. Bhagwan Pas bestows on him in his Introduction to 
the book. Writes the author : “ The Coming Kenaissaace . . . embodies my faith 
in the ultimate liberation and triumph of humanity.” And he assures his ” gentle 
readers both of the West and the East that this book stands out preeminently for 
a true synthesis of all that is best in the thought and philosophy of the East and 
West.” The author has no doubt attempted to combine the Eastern and Western 
thought. Ho has also read extensively both Eastern and Western literature. Buti 
it is a curious amalgam that he produces in The Coming Henaissance. There is 
very little assimilation and there are a number of facile reconciliations. His praise 
of the ancient Hindu institutions and systems is lavish and indiscriminate. His 
quotations especially from his own earlier book destroy continuity of thought and 
cause considerable annoyance. His thought is at places confused and his exposi- 
tion is also obscure at times. His language is high-sounding and rhetorical but 
it is often merely sentimental and without very much meaning. In order to make 
the book useful the author should do a good deal of more thinking and should 
imbibe a more scientific spirit. There are a number of ideas in the book which 
if they are properly worked out m a spirit of moderation are likely to prove of con- 
siderable utility to people in this coimtry at the present juncture. 

Mr. Yarma regards his book in the nature of a Utopia — rather he considers 
it as ” the golden mean of many Utopias.” Indeed ” the standard of ‘ plenty 
and prosperity ’ which ” according to the author “ the government of a country 
must secure at all cost ” is very much higher than any })ut forward by the Western 
writers of Utopias. The minimum standard of Mr. Varma includes the following 
modest items ; — 

” (1) There should not be a single case of unemployed labour. 

(2) The minimum daily wage must suffice to support at least a family of 
ten members (since an ordinary farmer with his primitive tools could 
raise enough to support as many) amply as regards food and other 
prime necessaries — the labouring time being not more than six hours 
a day. 

(8) The food must be so cheaply available as to require almost no labour, 
hence the greatest possible investment on land by the most improved 
methods must be secured. 

(4) The minimum wage should go on increasing and the prices should go 

on falling, even with the increase in population. 

(5) The land taxes must be the least, the very very least. 
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This standai^ of plenty and prosperity is to be secured according to the author 
by a combination of communalism (as expounded by Professor Radha Kama! 
Mukerjee in his Principles of Comparative Economics) and State Socialism. It is 
not possible to have any idea of what that resulting system will be — nor does the 
author give it any definite name, eastern or western, ancient or modern. He then 
expounds a theory of interest according to whicli the total amount that can ever 
be gained from one person is the sum ecjuivalent to the capital originally advanced 
This theory is actually put into practice in several of the Indian states — but it 
is doubtful whether the moneylender is more “ just and humane ” in those states. 

The Society outlined by llie author is the old Indian Society which some 
scholars imagine existed in the remote golden past. It is to be ruled by the 
philosopher-kings of Plato or the w'ise Brahmans of old. “ Who would deny ” writes 
Mr. Varma “ that the legislators of the country must be selfless people, whose 
main qualification must lie in the height of their sacrifice and not their property 
acquisitions? To the true Brahma, na or legislator the whole humanity must he 
akin to his own family — he represents the idea of kingship : the father of the 
subject people. The spirit of renunciation, selflessness and sacrifice must be 
fully ingraine?! in his nature, the ideals of social service and ymblie reform must be 
the stirring ideals within him. The diffusion of free education must be the great 
pastime of his leisure. And, above all, he must be the greatest apostle of the 
average standard of living or the minimuTn-coinfort-wages being secured to the 
lowest unit of labour.” Similarly ” the state servants — the ‘ Great Kshattriya 
order ’ of the Indo-Aryan Polity — ” arc to be dominated with *‘ the pure motive 
of power or honour ” and not of gain. They are to get salaries graded ” between 
the two limits of the actual minimum-wage-in -existence as a result of Supply and 
Peiuand of Labour and the average -com fort wage fixed upon l>y the legislature 
as the larger limit.” And, of course, the Sudra or labouring class must be domi- 
nated with the motive of service without any place in the government of the 
country. The author believes in the beauty and utility of the joint family and 
goes into panegyrics over the position of women in Indian society. 

Such is the Utopia created by Mr. Varma. It is not necessary to criticise it 
or to say anything more than what has already been said above by way of appraise 
ment. I would only add that the problem of human progress is certainly an eternal 
one and it is very enchanting and engrossing. To subordinate ” the lower-self ” 
and to bring out ” the higher self ” is indeed desirable but it i.s a very uphill 
task. Moreover the substitution of other incentives except monetary gain is also 
most essential but this cannot be achieved by offering ” po^ver and honour** to 
some and ” service ” to others. 


GunMTTKH N. BlNOBf, 
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The Agrarian Systbim of Moslem India, by W. H. Moreland. Published by W, 

Heffer and Sous, Limited, Cambridge. Pp. xvii, 296. Price 15s. net. 

Mr. Moreland the author of the Agrarain System of Moslem India does not 
need any introduction from me. He is already well known to most of us as the 
author of two brilliant books on Administrative and Economic History of the 
Mughal Period. In the present volume he has attempted to give us a connected 
and succinct idea of the agrarian Byatem during the entire Moslem rule in India, 
that is, from the Idth to the end of the IBth centuries. In Chapter I he gives 
us an idea of the Hindu agrarian system to which the Muslims succeeded and 
the Muslim agrarian system as it prevailed in l/’ersia, during the palmy days of 
Harnn-iil-Uashid. A comparative study of the two leads him to the conclusion 
that the two systems agreed in essentials, therefore neither the Muslim conquerors 
nor the conquered Hindus had much difficulty in adapting themselves to each other, 
and that in this process of adaptation the Muslims did as little as possible to modify 
the existing Hindu System. 

In Chapter II conditions during the 13th and 14th centuries are discussed. In 
the first century “ the position of the Moslem governor was at times precarious 

and the force at tlieir disposal can scarcely have been sufficient for the effective 

subjugation of the country — (therefore) we may infer that the Hindu chiefs were 
the dominant factor in the situation. If chiefs rebelled, that is to say, did not 
pay the revenue, the case was one for military force. In any case, the relations 
between a chief and his peasant were not affected by the establishment of the 

Moslem rule and inside the village the established agrarian system continued to 

function. 

The author observes that : “ there is no record of any large changes in the 
agrarian system of the Delhi kingdom earlier than that which was effected by 
Alauddin Khilji about the year 1300.” The measures adopted by Allauddin were ; — 

(1) The standard of revenue -Demand was fixed at one-half of the produce 
without any allowances or deductions ; (2) The chiefs’ perquisites wore abolished, 
so that all the land occupied by them was to be brought under assessment at the 
full rate; (8) The method of assessment was to be Measurement, the charges being 
calculated on the basis of standard yields*; and (I) a grazing-tax was impos- 
ed ax^art from the assessment on cultivation. 

Alauddin ’s system did not survive its creator. His son and successor devot- 
ed himself entirely to pleasure. He formulated no agrarian policy of his own, but 
allowed his father’s minute regulations to lapse in their entirety. The revenue 
demand was lowered. His successor reorganised the revenue administration of the 
kingdom. He discarded Measurement in favour of Sharing, and he restored the 
chiefs to their previous position. 

During the reign of Muhammad Tughlaq the next ruler no important changes 
in the agrarian system took place. No doubt he, in the beginning of his reign 
made a» attempt to increase centralisation by introducing the system of dfyeot 
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management in the outlying parts of the kingdom. But when this proved ineflFective 
he took to the Farming System on a large scale. His successor Firoz Tughlaq also 
does not appear to have done anything vital to change the systein in vogue. At 
the end of the 14th century then we may say that the king’s share of the peasant’s 
produce \\ as fixed by Alauddin at one-half ; the figure? during other reigns is not 
recorded, but was probably less, rather than more. As regards the method of its 
assessinent, there were two currents of opinion, one of which favourc’l reliance on 
the area sown, wliile the other looked at the prf>duce rea))e4. Individual kings chose 
one method or the other, and doubtless their orders were carried out in the country 
which they administered dire(“4ly; but tliio larger area was controlled by the Oover- 
nors, sonielimes holding in farni, or by chiefs retaining their infernal jurisdiction. 
The more pro})able view is that the different methods of assessment persisted side 
by side- -ami the existence of Assignments must l>e regarded as a factor WT)rking 
strongly in favour of local diversity. Thte form in wliich the demand was ordi- 
narily marie on the peasants is not recor<led in so many words, hut the fact that 
Alauddin, for special reasons, ordered collections in some areas to be made in grain 
shows that casli f)ayments were, at any rat<e, common though in this matter, as 
in others, individual chiefs and assignees may have followed their owui inclinations. 

It can he said with confideiK^e that the records of the eentury disclose no 
trace of either tlie institution, or the conception, of private ownershi]) of land in 
the sense which the term “ owmerahip ” bears today. All forms of tenure wore 
liable to summary resum[)tion at the King’s pleasure, . . . Ro far as the peasants 
were concerned, tlic idea prevalent in Hindu times, that cultivation w'as a duty 
to the state, <and not a right of the individual, still persisted. . . . The position of 
the cliiefs was a matter of politics rather than of law. Ordinarily they could hope 
to retain their jurisdiction so long as they paid the stipulated revenue; when 
they default(Ml or ref)ellcd, the matter in dispute was settled by force or by diplomacy 
according to circumstances. 

Whether the peasards enjoyed in practice the security of tenure wKich is now- 
adays regarded as a primary condition of successful agriculture, is a question on 
wliich the records of the period throw' no direct light. It is clear, however, that 
there w^as fertile land to spare, waiting for men wdth the resources needed to 
bring it under the plough ; and in such circumstances, the question of ejectment 
is of little ])ractical interest, because the essence of gooil management is to keep 
the peasants at work, and help them to extend their holdings. 

In Chapter ITT conditions during the 15th and first quarter of the IGth century 
are discussed. For the first half of the 15th century Moreland observes that 
it is, at the least, improbable that any general agrarian measures yrere instituted, 
still less enforced. The conditions would make for diversity of practice in assess- 
ment and collection, and the probabilities are that each individual dealt with the 
peasants very much as he chose. We may guess that group assessment gained 
ground at the expense of sharing or measurement, because it was more suitable 
to tli^ conditions, which prevailed, but we have no precise knowledge on tt^e 
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subject. A few casual references show that Assignments were given, and that 
is practically the only definite fact which I have found.” 

In the next seventy -five years we ar« told “ that during this period the Assign- 
ment was th^e most important agrarian institution, and that it had now taken the 
form which is familiar in the Mughal period, that is to say, the assignee was 
hound, not merely to loyalty and personal service, but to the maintenance, out 
of the assigned income, of a body of troops available for the. King’s needs. The 
assignee within his jurisdiction appears to have had perfectly free hand. When 
Slier Bhah came to the throne of Delhi in the middle of the 16th century he intro- 
duced important agrarian changes. The administrative unit adopted by Sher Shah 
was the existing pargana, each of which was placed in charge of two officers, 
Rhiqqdar and Amin, with a treasurer and clerks ; while for purposes of control 
the parganas w^ere grouped in districts, now named Barkar. In regard to assess- 
ment, he imposed the methwl of Measurement on practically the whole of his 
dominions. As regards the share of the produce which was to be taken as the 
basis of the assessment rates one-third of the produce was taken as the revenue 
demand. “ Apart from his action in regard to assessment, Bher Shah appears to 
have initiated no large changes of system. Assignments continued to be granted — 
and there is no suggestion of any alterations in the conditions attaching to them.” 
” There is nothing in the literature to indicate that either Babar or Humayun 
made any alterations in the. agrarian system, and the few references T have traced 
to the subject suggest that they accepted what they found. ...” 

Akbar succeeded to the throne in 1556. For the first 24 years of his reign the 
revenue administration may be described as a series of experiments, while thence- 
forward the authorities indicate that stability of system had been attained. During 

Ihe first 24 years, put briefly, the story which has to be told is (me of three 

sets of assessment rates, which may be called respectively ” Bher Bhah’s,” ** the 
Qanungo,” and ” the ten year all three belonging to the general type designated 
by Moreland as Measurement, that is to say, a charge, varying xvith the crop, on 
the area sown. Under Akbar, the actual demand was madio in all cases in cash 
and the basis of assessment was one-third of the produce. Tn the beginning the vexa- 
tious of commutation of yield m terms of cash on the basis of current 

prices was adopted but later on the rates adopted were the average of those which 
had. been fixed for the previous ten years. Tn the schedules, the parganas wer6 
grouped into what may he described as assessment circle with a schedule of rates 
for each circle. 

Whether these assessment rates applied to the whole area of the provinces, 
Assigned as well as Beserved, or to the portion administered directly by the Bevenuc 

Ministry? Moreland’s answer to the query is that for the greater portion the 

sanctioned assessment rates were binding on the whole country to which they 
applied, with the exception — probable, though not reoorded —of those tracts for which 
chiefs paid a definite tribute instead of a varying annual revenue.** 

The practice of granting assignments was discontinued by Akbar, but for l| 
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brief t>eriod of about five yeara only, alter wiiieli it was reaumed and coutiuued 
throughout the Mughal period. Throughout the period the great bulk of the Empire, 
aoinetimes seven-eighth of the whole, was in the hands of the assignees. How- 
ever, Assignment -By stem in force under Akbar differed from that which had pre- 
vailed earlier in the century. As the designator )n iuiplies, the essence of the 
system was to set aside particular items of recurring revenue to meet particular 
items of recurring expenditure, usually, but not invariably, the salaries and 
expenses of the Imperial service. Every servant of the Mughal Government, in 
addition to the general obligation of service was under the liability to maintain 
at his own cost a definite force of cavalry available at all times for the Emperor’s 
needs; and an officer who did this was entitled to receive an income defined exactly 
in money, corresponding to his rank. 

The actual working of Akbar’s revenue system was entrusted to the collector 
and the staff under him. However it must he noted that the complete application 
extended finly to the areas reserved for direct adiuinistratiou, though the sanction 
ed schedules of the assessment rates were binding on the assignees, but in other 
matters of details they were allowed great deal of freedom of action. 

Tlie environment in which the code was intended to operate is not formally 
described, but we can discern in its provisions the elements of a village with a 
number of peasants each in separate possessions of his holding, with one or more 
headmen occupying a privileged position, and with a yaiwari^ keeping records of 
cultivation, assessment, and collections, records whicli were available to the adminis- 
tration, but belonged to the village. The collector’s attitude towards the peasants 
is defined in precise terms. He was to he the peasant’s friend, and as such was 
to be accessible to them without interiuediaries. He was to treat each peasant 
as an individual ; and, in order to be able to do this, he was required to fami- 
liarise himself with agriculture in its local' aspects. He was recpiired also to 
recognise the importance of the headmen in developing the village as a productive 
unit, and, in cases where their efforts were successful, he was to allow them a 
share in the results, the proportion of 2^ per cent; calculated on the cultivated 
area, being suggested as appropriate; but he was prohibited from coming to terms 
with them for a revenue, demand assessed on the village as a whole. 

It was the collector’s duty to secure extension of cultivation, and improvement 
in cropping; the general idea was that he should offer liberal terms to peasants 
to induce them to increase production, and should hold them firmly to their en- 
gagements w'hen once engagements had been made. In order to secure improved 
cropping, he w^as authorised to reduce the sanctioned assessment-rates on high- 
grade crops; while, for extension of cultivation he was empowered to depart from 
the regulation system of assessment by Measurement, and agree to practically 
whatever the peasants wanted, to either Sharing or Glroup-assessment, and to pay- 
ment in either cash or kind. Provision was made for advances of capital to needy 
peasants, and presumably this wouh’ cover loans for wells, but the omission i» 
nevertheless noteworthy. 
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It is, 1 think, possible to obtain a general view of this system as 
must have presented itself to an ordinary peasant. He know beforehand the extent 
of his liability to the State, and could plan his season's cropping with a knowledge 
of the amount of cash he would have to find ; but he was necessarily ignorant of 
the prices at which he would be able to sell bis produce. So far as the revenue- 
demand was concerned, he was not exposed to the tyranny of a village oligarchy, 
but, on the other hand, he would have to reckon with the exactions of the measure- 
ment-party and the subordinates employed in collection. He might be harassed fur- 
ther by an energetic collector intent on the extension of cultivation and the improve- 
ment of cropping, without due regard to the possibilities of the locality ; or he might 
find himself placed in relation with a prudent and sagacious ollicer wdio would 
assist him to make the most of his resources. Thus the effects of the system must 
have depended W' holly on the manner of its administration ; according to circum- 
stances, it might be either helpful or intolerably vexatious ; and evidence is want- 
ing to show wliich alternative is nearer the truth. We may safely guess that 
neither was universally true, that there were good collectors as well as bad, 
and that the balance was determined, in the last resort, by the personal 
qualifications of the Emperor. We can believe then, if we choose, 
that the system worked reasonably well in the lieserved districts under Akbar’s 
rule. 

Peasants in lieserved districts were, however, but a small proportion of the 
W'holc ; the ordinary m«‘in had to look to the assignee to whom circumstances 
entirely beyond his control might entrust his destinies. The literature of the 16th 
and 17th centuries does not of itself enable us to form a definite judgment regard- 
ing the conduct of the assignees. All that can be said is that fretjuent changes in 
Assignments undoubtedly made for inefficient and oppressive management, because 
they rendered anything like a constructive policy a waste of effort. A collector 
might work up his district, and be z'ewarded for doing so ; an assignee might lose 
his holding before his efforts began to bear fruit, and in all ordinary cases would* 
have been very unwise to sink capital on such precarious security. 

During the reigns of Jahangir and Shahjahan Akbar’s system had gradually 
decayed. While sharing was authorised in certain backward tracts, the general 
rule of the Empire came to be Group-assessment, with the alternations of Measure- 
ment and Sharing held in reserve to be used only in cases where the headijmen 
W'onld not agree to a reasonable reserve-demand for the year. The distinction between 
Assigned and Eeserved tracts stands out clearly in the chronicles relating to this period ; 
a relatively small portion of the Empire was administered, so far as the land-revenue 
was concerned, directly by the Ministry, while the bulk was assigned on the lines 
studied under Akbar. The only definite innovation which Jahangir records is the 
institution of the Grant -under-seal (altamgha), which is of interest as constituting 
the nearest approach to land ownership, in the modern sense. The scope of such 
grant was limited to the case where a deserving officer applied for a Grant of his 
“ home,” that is to say, of the village or pargana in which he was born; in 
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this case the grant was to be made under a particular form of seal» and was not 
to be altered or resumed. This Oraiit-under-seal, it may be noted, was not an 
Indian institution, but was avowedly copied from Central Asian practice. These 
grants were very rare. 

Coming to Aurangzeb we find that under the IVoviucial Diwan the revenue 
staff consisted of three sections, the Amin, whose primary business was assessment, 
the Krories, who were concerned mainly with collection, and the Treasurer, who 
handled tlie money when it was received. These subordinates were posted to circles 
(chakia) which were not identical with the districts (sarkar) of Akbar’s time, 
but were presumably arranged with reference to th-e amount of work. The basis 
of the revenue -demand was now higher than under Akbar : his standard of the 
one-third of the produce had become the minimum, while more could be claimed, 
up to a maximum of one-half. As under Jahangir and Shahjahan we find Group- 
assessment the regular rule. At the beginning of the year the assessor (Amin) 
fixed the total sum to be paid by a village, or apparently on (»cca8;dns by an entire 
pargana. The village could refuse the assessment offered by the Amin, in which 
case the revenue was taken from it by either ]\lieasurement or Sharing, at the 
discretion of the local officials. The demand on the individual peasants was thus 
ordinarily left to be fixed by the headmen. 

Turning from assessment to collection w'e find that cash-payments by peasants 
w'ere usual ; and the absence of any provisions for the disposal of revenue received 
in kind siiggests that this practice was not general. 

The orders which have been summarised above applied primarily only to the 
reserved areas a small fraction of the Empire, but their provisions were intended, 
at least, to set a standard of procedure in Assignments, for the officials employed 
by assignees were to be urged to act in accordance with them. To see that the 
officials appointed by the Assignees follow^ed the Imperial rules the Diwan was 
required to report on the loyalty and efficiency of the assessors and collectors em 
ployed in Assigiimerits and punishment followed an unfavourable report. 

Here the story which 1 have been endeavouring to tell comes to its conclusion, 
80 far as the assessment of the peasants in Nortliern India is concerned. I have 
traced no reference to any important change during the century and a half interven- 
ing between Aurangzeb ’s accession and the establishment of the British rule in 
the North ; while the practice wdiich was found in operation by the early Brit.'sh 
administrators is precisely that which is described in Aurangzeb ’s orders of 1665. 
We may take it then that the method of Group-assessment, which at some un- 
ascertained time, superseded the methods favoured by Slier Shah and Akbar, per- 
sisted as the ordinary practice in Northern India until the end of the Moslem 
period. The interest which the intervening years possess for us lies in the deve- 
lopments affecting intermediaries, which resulted in the fusion of Assignees, and 
Grantees, Chiefs, Headmen and Farmers, into a body of landholders, which was 
to be recognised by British Daw as homogeneous.” 

I have tried to give above, mostly in the w^ords of Moreland himself, an idea 

F. 18 



^8 &EV^E^VS OJf B06KS 

of the Moslem Agrarian System which, I am sure, students of Bural Economy 
in this country will find of absorbing interest. Agrarian System of Moslem India 
is a brilliant piece of research and our thanks are due to Mr. Moreland whose 
devoted labour of many years has made it possible for us to see in a full fledged 
form some of the agrarian institutions that prevailed in the Pre-British days. 

B.Q-. Bhatnagar. 


'JThe Post-War Unemployment Problem, by Henry Clay, M.A., Professor of Social 

Economics in the University of Manchester. Published by Macmillan & Co., 

Limited, St. Martins’ Street, London. 1930. Pp. 206. Price 8^. 6d. net. 

Henry Clay is sufficiently well-known as a writer of great repute and much 
popularity. His works have won for him a name for accuracy of details and 
scientific management of facts and arguments. His present book under review 
dealing with the question of unemployment — a problem highly controversial and 
complicated, comprises a task of stupendous difficulty which he has managed to 
execute with a thoroughness that commands admiration, for ho has, within the 
compass of a single volume of 205 pages, attempted to give what others will re- 
quire volumes to put in. 

The book consists of six chapters, the first of which opens with a comparative 
survey of pre-war and post-war unemployment. In the second chapter the author 
proceeds to trace the course of unemployment since the War, and arrives at the 
conclusion that the course of employment generally corresponds w’th the movement 
of prices. The third chapter has been devoted to a critical examination of the 
hearing of monetary deflation upon post-war unemployment. The fourth chapter 
deals with the chief types of influence that to a greater or less extent have 
determined the course of employment in all the industries. In the opinion of the 
author, the concentration of unemployment, confined to a limited group of industries 
is attributable to three general influences — ‘ the effect of the war in expanding 
industries beyond normal peace-time requirements, the effect of the war in stopping 
the adjustment to changing competitive conditions, and the differential burden of 
costs, as compared both with other British industries and with foreign competitors, 
for which deflation accounts in part, but only in part.’ In the fifth chapter en- 
titled ‘ Becent Policy and Its Implications ’ the author observes that the unaided 
expansion of industry would not solve the problem of unemployment. He goes 
on to say that the measures, e.g., those of Selective Protection to industries, the 
transfer of workers from declining to growing industries and De-rating, hitherto 
adopted have been inadequate to their object. ‘ Private enterprise does not flag,' 
he adds, without a reason, nor does industry recover without some more tangible 
reason than the cumulation of activity. ' ’ The volume concludes with a summary 
fif previous chapters and conclusions arrived at from foregone discussions. The 
author's views may be summed up in the following lines : 
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Since industry is not static, it cannot expect to maintain its efficiency if it is 
making losses, still less to improve it. Spontaneous reorganisation of the depressed 
industry, therefore, is beset with almost insuperable obstacles. A reduction in 
costs, however, can ease the situation, revive enterprise, and ultimately solve the 
problem of unemployment. But it can be brought about only by a large measure 
of reorganisation, commonly referred to as rationalisation. The Government must 
offer financial assistance, if necessary and initiate reorganisation even under coni* 
pulsion if inducement fails to achieve the desired end. 

The Avork thus presents an intensive study of a vital problem which is yet 
unsolved. The plan of the book is thoroughly methodical and every page of it bears 
witness to the fact that the author had an exhaustive study of the subject and a 
complete mastery over it. He seems to have spared no pains in utilizing every 
available source of information and in securing reliability and consistency. The 
accomijanying tables and charts are excellent and it appears from the frequent 
interpretations and qualifications that the author, at every stage of his task, was 
acutely aware of the exact significance of all the figures that he made use of, 
and of their imperfections. 

The author is to be congratulated for bringing out such a fine treatise which 
cannot but earn the praise of all who are interested in labour and other social 
problems. 

BhaNKAR LaL AgARWATjA* 


AdRicui.TiTRAL MARKETING, by Brijendra Nath Bhargava, M.A. Longmans Green k 

Co., Ltd. Pp. xiii-fl09. 

The book under review is a monograph submitted as an M.A. thesis in the 
I'tepartrnent of Economics and Sociology of Lucknow TTniversity. Dr. Radhakamal 
Miikherji has written an Introduction. 

The Report of the Royal Commission on Agriculture which appeared in 1928 
drew attention the paucity of published material in regard to the marketing 
of agricultural produce in British India. In the absence of adequate and authori* 
tative information the Commissioners were constrained to deal with the marketing 
problem in a tentative manner, reserving final judgments for those who would make 
a first-hand study of existing conditions. The gap is now sought to be filled by 
the various banking committees and also by intensive enquiries conducted under 
University auspices. 

Among these intensive enquiries Mr. Bhargava’s survey is almost a pioneering 
effort and claims to be the first systematic study by any individual in the marketing 
conditions in rural tracts. In his monograph he deals with subjects like the culti* 
vfitor as trader, the chain of middlemen, speculation in produce, storage facilities, 
periodical markets, transport conditions and then collects all his inferences and con- 
clusions into a final chapter which he calls Some Main Defects and Suggestions. 
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The list of subjects 'discussed is no doubt imposing but as one reads the book 
one cannot help wishing that the writer had taken pains to collect data under each 
of these topics. The field of his enquiry is limited to the Sadabad Tahsil in Muttra 
District, U.P. Of course as no map of the area is given — there is no particular 
importance attaching to the Badabad Tahsil which makes it so famous as to be 
known by the ordinary reader — not even a descriptive account of the agricultural 
tract which would serve as a background for the investigation, it is difficult to 
jiidige of the actual ground covered upon which the conclusions are based. There 
is almost a studied avoidance of tables, figures, data, diagrams, a copious supply 
of which one would naturally expect in a survey of marketing conditions. The 
writer produces the impression of speaking from a general knowledge rather than 
knowledge which comes of actual quarrying and spade work done in the rural eco- 
nomics of the tract under investigation. 

Perhaps it is easy thus to find fault with an attempt which is admittedly a 
pioneering effort. The writer deserves his full mead of praise as he has, while 
yet an M.A. student, tried to venture on a new path. Moreover, he has honestly 
endeavoured to meet the criticism of tBe Koyal CommisBion that '' No systematic 
survey of the conditions under which agricultural produce is marketed in India has 
been made in any Province.” The book is written in a bright, crisp style and is 
eminently readable. It does succeed in giving a sketch in outline of the marketing 
conditions of the area investigated. 

V. L. D’S. 


Bociai. Service Year Book, lb29. Edited by B. Fred. Hall. 

Eussel Sage Foundation. Pp. 6(X). Price $4. 

In this compendious volume, one can find a fair survey of all the social services 
done in the United States of America — that most pragmatic land of the world. 
Every form of evil to which humanity is he’r, and which is amenable to social 
service is combated by some systematic or organized agency or other. Eminent 
authors record on its pages the acliievements of American genius and generosity in 
the field of social service. There is a catalogue of Social work agencies with whom 
one can correspond for further information on the subject. 

In India we have not indeed the American gold; but we have our young men — 
their grit, their stamina, and their enthusiasm — well tried in many fields of acti- 
vities. They are the richest resources of India’s Social Service. The Call has gone 
forth to them. We are agreeably surprised to see that the cosy chairs and the 
murky books of our libraries are gradually being abandoned for the study of life 
by confronting life itself, in the stinking slums, in locusts swarming fields, in the 
smoky factories, and in those segregated groups of dirty mud huts that go by the 
name of village. But we lack the push, the coordination and the organization. It 
is here we can turn to American experience. A study of their social service will 
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encourage and inspire our young men and open out new vistas to their character- 
istic generosity and enthusiasm 

A. N. 


A Handhook of Practical and Written Work in Economics, by E. C. Bhatty. 

Published by the Indian Press, Ltd., Allahabad. 1930. (165 pages in addition 

to numerous maps and diagrams.) 

The importance of a work of this nature is clearly and fully brouglit out in 
the Foreword to the book by Professor C. D. Thompson, of the Allahabad Univer 
Bity and the Chairman of the Committee of Courses in Economics of the Board 
of Intermediate and High School Examinations, United iTovinccs. “ To provide 
a background and a foundation for the right understanding of the theory. . . . for 
carrying out the practical work correctly, for increasing greatly the value of thi.s 
work to the student, and for shortening the time required to make the work success 
ful, this little work will be found exceedingly useful — ” thus has the origins tar 
of the present course in the Intermediate Practical Economics expressed himself 
of the book. 

The book is divided into three sections. Section I entitled Practical Work 
contains valuable instructions for collecting facts and ngurcs. Questionnaire No. 1 
for collecting information regarding consumption budgets. Questionnaire No. 2 for 
collecting information regarding the production budget of the cultivator, Questioniiaire 
No, 3 for collecting the information regarding the production budget of an artisan, 
forms for tabulating the information collected by students and detailed instructions 
for preparing diagrams with two model diagrams. Section IT entitled Written 
Work contains an extremely helpful bibliography for a large number of popular 
subjects for essays, e.g,, Indian soils, Indian agriculture, chief sources of motive 
power in India, cattle problem in Ind'a, Indian forests, the poverty problem, etc., a 
questionnaire for village study and model essays on interesting subjects like crop 
production in India, the application of Malthusian Doctrine in India, oil -seed 
crushing industry in India, the cotton industry of India, the tea industry of 
India, etc. Test questions on each portion of the syllabus have been profusely 
given and they cover nearly 30 printed pages of the book. The questions given 
in the book are admirably calculated to elicit the existing knowledge of students, 
to educate and develop their minds and to stimulate mental activity which should 
enable students to acquire higher knowledge with ease and interest. 

The author deserves to he congratulated on the efficient manner in which 
he has succeeded in his object of making Economics “ a real and live subject and 
a ready tool throughout life to the student ” by enabling students to do the preli- 
minary practical work properly in place of “dull cramming and vague specula- 
tion.” 
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The last section of the book comprises maps showing economic conditions 
of India. Great pains have been taken in their selection and preparation and they 
should prove helpful to the students in fixing knowledge accurately, and easily on 
their ‘ tabula rasa/ Maps and diagrams, it must be remembered, play an im- 
portant part in the economic studies of a young man. They may be aptly de- 
scribed as economic microscopes. 

The printing and get-up are good, but a few minor mistakes of spelling, 
English, spacing and printing occur. The useful practicc'-of distinguish’ng English 
from non-English words by italicizing or underlining them should not be given up. 

In conclusion we cannot help expressing our opinion that the book will remove 
a long-felt and genuine want of the Intermediate Economics students. Teachers 
may also find the book holpfvd in saving them the endless trouble of explaining 
the same thing over again to members of their classes individually. 

Saraswati Prasad. 


Elements ok Economics, by S. Evelyin Thomas, B.Corn. (Lond.). The Cregg 

rublishing Co., Etd,, 36 — 38, Kingsway, London. Pp. 683. Price IO 5 . 6d. 

Fifth Edition, 1930. 

Much need not be said about this book. The very fact that it has gone 
through five editions should be enough to convince any one of its excellence and 
usefulness. Indeed, it is one of the best text-books on Economics that we have 
come across. There is, of course, nothing in its pages that is original, nor does 
the author lay claim to anything ^of the kind. His object is simply “ to present 
the elementary principles of Economic science in as clear and interesting a manner 
as possible.” That object, we can say atonco, he has achieved fully and creditably. 
He has explained the principles of Economics in a most lucid, delightful and en- 
lightening manner. In the first three chapters he gives the meaning of Economics, 
states its methods, describes the evolution of the Tuodern industrial system 
and defines such terms as value and wealth. Chapter 4 deals with consumption — 
wants and their satisfaction. The next seven chapters are devoted to Production. 
Exchange is dealt with in Chapters 12 to 16. The explanation of Distribution is 
taken up in the next seven chapters, of Mechanism of Exchange in the following 
eight chapters and of the Economics of Government in the next four chapters. The 
last chapter— chapter 35 — is devoted to the Development of Economic Theory. The 
book is thus a thoroughly comprehensive one. Not a single subject is left untouched. 
The student, who, therefore, gets a copy of this book will not be required to go to any 
other book to learn the fundamental principles of those subjects that fall within 
the scope of Ecxinomics. He will find everything that he wants to know in the 
pages of this book. 

We can therefore recommend the book to the students going up for graduation 
ivith confidence and without hesitation. The book is particularly useful to B.Com. 
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students because where it deals with subjects touching commerce such as money, 
banking, and foreign exchanges, it gives technique as well as theory. 

We congratulate both the author and the publishers on the production of this 
very useful b(K)k. Considering the number of pages, about 700, it contains and 
the get-up of the book, which is very good, its price 10^. 0d. is quite low. 

G. D. K. 

The Commerciai. Policy of the Moouls, by I). Pant, B.Com., Ph.D. D.B, 

Taraporevala Sons & Co., Bombay. 1080. Pp. 281. Price Bs. 6. 

This work is divided into six books, Bixik 1 gives a bird’s-eye- view of the 
economic history of India from Hindu time.s to the year 1556 A. I), and is meant 
to serve as a background. Bcxiks II, 111, IV, and V deal with the reign of the 
Moghul rulers Akbar, Jahangir, Bliahjahan and Aurangzeb respectively. And Book 
VI which is entitled Side-Lights on the Great Moghuls — their Government, Trade, 
etc., discusses fiirllier tlie points that have been touched in the previous four books. 

Books II, HI, IV and V are each of them further subdivided into five chapters. 
Chapter I of each of thewe books deals with the organisation of the Empire : its 
extent, administration, Louies and transport system, laud policy and labour and 
its distribution. Chapter II explains capital organisation : currency and its 

regulation, hundis and taxation. Chapter III is concerned with a description of 
manufactures : raw materials and their utilisation. Chapter IV is devoted to 
trade — trade-centres, interprovincial trade, frontier trade and government inter- 
ference in and monopolies of trade. And Chapter V contains the concluding 
remarks — a sort of summing up of the book. 

Book I is extremely sketchy and leaves a very poor impression on the readers’ 
mind of the author’s knowledge of Hindu and Pathan India. The views he expresses 

are an echo of those propounded by foreign authors. He has not cared to study all 

the available material on the periods. He has neglected to peruse ihe original 
sources, he does not seem even to have read some of the economic histories that 
have been written on the ancient period by Indian scholars; and his chief authority 
for the Pathan period is Lane -Poole. It is true that he was not concerned with 
those periods directly, but when one undertakes to say something about a certain 
period in a work of the type the author has produced, one should study if not the 
original authorities at least all those works based on original sources that have 

been written concerning that period. 

This is one defect of the book. Another defect is that particularly in the first 
chapters and in the conclusions of the various books much matter is given that 
is rather irrelevant. Not a few paragraphs are taken up with political matters, 
character sketches, etc. Things of this type have no organic relation with the 

main object of the work which .is to explain and discuss the Commercial Policy of 
the Moghuls. When one goes through those paragraphs one wonders whether the 
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author is writing a political history or commercial or economic history. Perhaps 
the handicap from which the author suffered was that the Moghuls had no definite 
commercial policy and he finding no development in it, gave matter which was 
meant to relieve the tedium of going through a jungle of no-policy or aimless policy. 
Such indeed aeems to be the purpose of such paragraphs as the one quoted below 
bearing on the character of Aurangzeb ; — 

“ He was a stranger to the finer instincts of humanity like Love, Trust, 
Tolerance, etc. In Babur’s time Love mounted “ the warrior steed,” 
in Akbar’s time she danced ‘‘ on the green,” in Jahangir’s time she 
‘‘ tuned the shepherd’s reed,” in Shahjahan’s time she was ” in Halls 
in gay attire seen,” but in Aurangzeb’s time she was buried under the 
earth.” (P. 245). 

This is poetry alright, but not commerce. 

Of a piece with the above, so far as irrelevancy goes, are the paragraphs deal 
ing with the causes of the break-up of the Moghul Empire after 1707 and of the 
death of Akbar. 

Barring these defects the work is an excellent one. It supplies a great deal 
of valuable information on the economic topics discussed in each of the books. The 
author has taken great pains in gathering the material he has embodied in the 
pages of the work. He has read widely and deeply. We welcome the work as a 
very useful addition to the scanty literature on the economic history of the Moghul 
period. 

a. D. K. 


Plantation Labour in India, by Rajani Kanta Das, M.Sc., Ph.D., R. Chatterjee, 

Calcutta. Price Re. 3. Pp. 194. 

Dr. Rajani Kanta Das is a recognised student of the Indian Labour Problem and 
this study of Plantation Labour by him is worthy of study. It has been written 
after much research and trouble and with fairness of mind. 

The paucity of books and information on plantation labour has been marked 
and the general public are ill-informed about the conditions of work and life on 
the plantations due to their remoteness and situation. The consequence is that views 
are held about this particular type of labour which are exaggerated one way or the 
other. The present book will therefore render great service in enlightening the 
public about one of the most important and progressive industries of the country 
giving employment to over a million men, women and children. 

Tea is the most important of plantation industry in the country. Tea planta- 
tion, the author informs us, began in 1861 and now tea exports value to about 30 
crores rupees worth annually. The leading province in the cultivation of tea i» 
Assam,, about 66 per cent of the land given over to tea is located there and about 
23 per cent in Bengal* 
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The peculiarity from the labour point is that plantation workers are almost 
wholly imported labour, especially so in Assam. This being the case, plantation 
labour has been surrounded by series of enactments under the Plantation Legislation 
or Labour Emigration Acta— Workmen’s Breach of Contract Act, The author has 
dealt with mucli detail upon this aspect of the problem. Indeed plantation labour 
matters cannot be truly understood apart from a close study of the legal aspect 
which the author has duly given in his work. 

In all industries questions of sanitaiion and health are vital, but they are ot 
special importance in plantation since workers being far removed from their homes 
and from other resources have to depend almost exclusively upon their emj^loyers. 
The roll of death, disease and suffering has been great on these plantations. Cholera, 
diarrhoea, dysentery, hook worm, haja n.zar, Assam “ rot ” special woman’s com- 
plaints, miscarriages, sterility have each their sad tale of woe, but gradually the 
autlior show^s conditions have been improved and workers can look forward to 
l\ealthier conditions of work on plantations. 

Tlie questions of hours, rates of work, ninkh, hnzirn and ticca are gone into 
carefully, matters of standards of living, drawing attention to increased liquor 
and narcotic drugs consum]dion are not neglected. In short the book gives a good 
analysis of plantation lalnuir and comlitions and repays study. 

S. K. R. 
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THE RELATION BETWEEN CROPS AND POPULA- 
TION DENSITY IN BIHAR: A COMPARISON 
WITH THE AGRICULTURE OF THE 
UNITED PROVINCES 

BY 

Radha Kamal Mukerjee, 

Lucknow Univei'sk/y ■ 

When ail alluvial plain conies to maturity, a correspondence 
develops between aggre^gation of population and agricultural 
cropjung. An interevsting correlation is seen to exist between 
deiLsiiy and cropiS in the Indo-(jangetic plain. In the Central and 
J^iastern portions of the alluvial plain we hnd the predominance of 
rice and it is here that rural density is much higher. In the 
United Provinces out of 48 districts omitting the Satpuras and the 
Himalaya divisions 17 grow more rice than the normal. Now, 
12 of these have densities greater than the normal density of these 
48 districts, namely, 510. It is true wheat has a higher nutri- 
tive value as regards protein hut rice which is deficient in protein 
is relatively richer in starch and suits well a people who have to 
work for long hours under hot and moist conditions. Secondly, 
rice is not exported nor sold usually in this region. It is an 
autumn crop which brings food for the cultivator's family— it is 
grown with another Spring or Rabi crop which is a more valuable 
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crop, with which the cnltivator usually purchases the other ueoes- 
saries of life. Both in Eastern districts of the United Provinces 
and in Bihar it is upon the Riibi croj) that the prosperity of a tract 
depends hut the tracts which can sujii)ort most people are those 
where rice can grow. 

On the other haiuh the predominance of rice in a region of 
precarious and uncertaiu rainfall exi) 08 es it to greater risk. The 
risk is the greatest on high ground whic‘h does not receive inunda- 
tion water or may not he well irrigated. The risk is the least 
in low lands which are liable to inundations at high water limes. 
In ordinary low lands an abundant Rahi harvest is available under 
normal rainfall bui it sufPers in case of excessive rainfall wlicMi 
the (‘rops are attacked by insect pests or deteriorate on account of 
excessive moisture. In Tirhut Division in North Bihar the rainfall 
is ordinarily ample, the norinal annual quantity l>eing 5r3'*36 inches 
hut it is capricious and its distrihution frecpienlly untimely, espe- 
cially in the north of the Tirhut Division, which has b(Hm described 
as ‘‘ the blackest of black spots on the famine ma]).’’ Here the 
people are practically dependent on one crop, viz., winter rice. 
Thus when the raiiivS fail divstress eiisue-s. In Chota Nagpur the 
upland rice which is sown broadcast is in the nature of a catch- 
crop which gives a fair yield in seasons of regular and abundant 
rainfall and in other seasonwS may fail altogether. On the other 
hand, the transplanted variety in the levelled and unbanked valley 
bottom yields abundantly every year. But the broadcast crop is 
not- ah all the chief crop of Bihar and Orissa. Both autumn and 
winter varieties are grown in most districts of Bihar where culti- 
vation depends upon both the length and the diHstrihution of 
monsoon rainfall. The failure of what is called the hathiya rain 
greatly prejudices the rice crop especially in unirrigated areas in 
most districts of Bihar and parts of Orissa and Ohota Nagpur. On 
the other hand, a high flood as well as water-logging are recurrent 
dangers of rice tracts especially those l)ordering the Ganges. The 
rice districts in Bihar are far less irrigated though they maintain 
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a more dense population tlian the districts of the TJnited rrovinces 
as will appear from the following* table ; 

British India cultivated in each Province : 


Punjab and N.-W. F. United Provinces Bengal, 
Province Bihar and 

Orissa 


18})14>3 

35 

23 


8 


37 

:i4 


7 


44 

27 


0 

1912-14 

42 

29 


6 

iimi-24 

42-7 

29() 


5-6 

The figures for the period 1921- 

—27 are aa follows 





Porceiiiage area fo 

total 

area. 



Wheat 

Rice 



Punjab 

39-4 

11 



\J Jilted Provinces 

28-9 

91 



Bihar and Orissa 

5-0 

18-2 



Bengal 

0'5 

26-2 



The above table sliows an increasing’ tendency towards speciali- 
sation in wheat production in the Punjab and the westetii districts 
in the United Ihovinees. The share of Bihar and Oiissa in wheat 
produc tion is 5 per cent and that of Bengal only *5. Some of the 
western and central districts of Bihar like Miizafi'arpur, Darbhanga, 
Bhagalpur, Gaya, Shahabad, Chamjiaran and Monghyr continue to 
produce wheat. The area under wdiiter rice in Bihar is very 
elastic. The same field wdiich grows wheat in one year grows 
jiaddy in another year. This rotation de<i)ends on the nature of 
the soil, topogi'aphy and the irrigation system distinctive of 
Bihar. In 1924-25 the area under rice shows an increase of 10-5 
per cent over that of the previous year when large areas in Bihar 
were not sown because of drought. The same year showed a 
decline of the area under wheat by 4 per cent. As we proceed 
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towards the delta the percentage area of rice to total area as well 
a>s the outturn per acre increases rapidly as shown below : 

Percentage area to Outturn per 



iotal area 

acre 

Punjab 

11 

1,178 

United Provinct‘s 

91 

{MW 

Bihar and Orissa 

18 

!AHT (a) 
8(M) (b) 
741 (c) 

Bengal 


1,022 (a) 
1,142 (b) 
882 (c) 


(a) Winter, (b) Spring, (c) Autumn. 

It should l>e pointtMl out here that the Rabi cro]) in Bihar is 
somewhat different from what it is in the United Provinces. The 
crop which contributes most largely to the statistie^s of area croi)i)cd 
for the Rabi harvest is in many districts undoubtedly Ichemn or 
Jdtdih, wbi(‘li is principally grown as a second or paira crop after 
ri(!e, the ^^eed being scattered on the rice at the end of October. 
It is, how^ever, of no great imi)ortance economically, and the 
statistics are vsomewhat vitiated by the fact that areas so treated 
are regarded as twice-cropped and these areas go to swell the 
total for Rabi. In several disstricts the most important crop of 
fhe Rabi harvest apart from khesari is gram. Wheat, thus, is far 
less important here than in the United Provinces, although the area 
under it is increasing. Arhar, linseed and gram also are largely 
grown. The chief food crops of this harvest are wheat and 
barley. These are grown under precisely the same conditions and 
often mixed in the same field (j/ojai). The mixed cropping is due 
to its value as an insurance against bad M^eather conditions. The 
peculiarity of the arhar crop is that it grows and thrives on very 
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little ciiltivatioii and under adverse (onditions. In general the 
Bihar eultivaior puts very little eft'ort in his Rabi cultivation and 
gets a eorresponding'ly sinjall outturn, except in the manured 
goemri lands surrounding the homesteads. This, however, does 
not apply to districts like Patna, Shahabad, Muzaffar])ur t)r Saran 
where the Rabi crop is of exc eptionally high importiince represent- 
ing 60 to 75 per cent of the net-croi)p>ed area. Thus, the very 
carefid ai d productive tillage of the Saran district is especially 
marked in crmiJarison with the inferior cultivation in Chamxxaran. 
The Ra])i oiiUurn of Ihe former is nearly more than double the 
yield of the latter district, AvS irrigation facilities develop in 
(Central and Southern Bihar, the importam'e of wheat will eorres- 
jiondingly increase. On the northern tract of the Oanges which 
is annually moistened and fertilised hy the inundation, the Rabi 
cultivation has already reached a high standard. 

After rice the chief crops of the autumn harvest are maize 
and kodo. The districts south of the Ganges are characterised 
hy a small bhdiloi and low double-(‘ropped area compared with the 
figures of rainfall for districts in the north. Generally speaking 
the rainfall is less in these districts in June and duly, greater in 
August and Septemher and less again in October. In many districts 
the officially recognised staple food crops are rice and maize. Thus, 
Aghani is the main ( rop to he protected. The development oi 
irrigation facilities in this respect measures the immuiiitv from 
famines.^ The following table show« the relative imimrtance of 
the principal food crops in all the districts of Bihar : 


^ Tanner, Final Report on the Survey and Settlement Operations 
in the District of Gaya (1913—19). 



Percentage of net-cropped area of area under 
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Both Miiy.affarpur and Darhlian ^‘ai are alluvial tracts of the 
nreatest fertility. The district of Muzaffarpiir is particularly well 
watered ; it has larg‘(' expanses of swamp and jhed and is (uossed by 
numerous streams ruunino* diagonally from north-west to south- 
east and connec'ting* with the great boundary rivers, — the (janges, 
viiindak, and Bagmatti. hrom these streams a good deal of irri- 
gation is carried on, and in the rains they flood the country far 
and w'id(\ There are C(>rtaiii areas in tliis district w^here broadcast 
])addy is sown under deep whaler and cut by means of raft as the 
tract remains under water throughout the whole year. The drawback 
of the district is that in the north the pojuilation depends entirely 
on the single rice crop, the cultivation of which is so highly 
dc'veloped that- its failure results in a heavy calamity over a con- 
siderable tract. 2 Saran has a. comparatively much smaller area 
under rice. In fact it has the' .smallest area under' rire and is 
( onsecpiently less susceptible to famine among the four distric ts 
of North Biliar. Again, the district of Saran grows an important 
money cio]), viz., sugarcane. The chief source of wealth of the 
Saran cultivator is his sugarcane and vegetables and, though the 
net (udtivated area in Satan is less than in any other district in 
tlu' 1'irhut Division, the area under sugarcane is more than twice 
and the area under “ fruits and vegetables including root crops 
nearly twice as great as in any other of thase districts.'^ Darbhanga 
district resembles Miizatfaiirur in many respects. It is an al- 
togetlnu; alluvial plain. There are three main river systems which 
divide the country into three distinct physical tracts. The fir‘si 
tract eornprLsing the Sadr and Madliuhani divisions in the noith 
ccHisists mostly of low-lying rice lands, though in the west of 
Madhulrani ui>lands ure found suitahle for Rahi crops. The second 

2 Report of the Irrigation Commission, Part IT (Provincial), 
1901-03, p. 105. 

3 Report of the Census of India, Bihar and Orissa, 1921, Chapter 1, 
p. 22. 
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portion is the J>oab, which is also low-lying and grows rice and 
to some extent Ilahi or lands receiving silt deposits. The third 
I)ortion, Samastipui*, o(‘cupies the south of the district. It eonisists 
of uplands which grow excellent Rabi crop. The soils are similar 
to those found in Muzaffar])ur. 

The measure of agricultural security and density in Bihar is 
obtained by adding the i>ercentages of the cropped area under 
hhadoi and Rabi and deducting that under (ighant. The following 
table shows for each natural division the percentage of the net- 
croppeil area under each of the thiee croi>s, the index number in 
the manner suggested and the density of population per s<iuare mile. 


Natural 

Percentage of net-c 

ropped 

Index 

Density 



area under 

No. 


Divisions 

Rabi 

Bbadoi 

Aghani 



( Irissa 

101 

15.6 

81-3 

55-6 

486 

North Bihar 

5a'8 

403 

46-9 

47-2 

642 

South Bihar 

TO-8 

14(; 

41-3 

441 

502 

Chota Nagpur 






Plateau (exclud- 

* 





ing the States) 

140 

50-4 

41-9 

12-5 

221 

The distribution 

of seasonal crops 

district by 

district 

during 

the last ten 3^ears is 

given as : 

follows ; 






Rabi 

Bhadoi 

Aghani 

Index 






No. 

Muzaffarpur 

1014-15 

()8 

33 

51 

60 


1920-21 

70 

38 

54 

54 


1924-25 

76 

35 

63 

48 


1914-15 

74 

34 

36 

72 

Saran 

1920-21 

70 

41 

37 

74 


1924-26 

62 

34 

31 

66 
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Habi 

Bhado 

i Affhani 

Index 

IVn 


1914-15 

M 

27 

55 

() 

Darhhanga 

1920-2] 

45 

31 

59 

17 


1924-25 

40 

2(i 

57 

9 


1914-15 

4a 

40 

41 

42 

Champa ran 

1920-21 

55 

44 

.‘IS 

01 


l!;24-25 

m 

3S 

41 

57 


1914-15 

53 

35 

00 

58 

Mongh \ r 

! 

i 

73 

20 

28 

74 


1924-25 

TO 

22 

28 

(i4 


1914-15 

40 

m 

(i;i 

10 

llhagalpiM 

1920^2’! 

37 

45 

54 

20 


1924-25 

35 

33 

50 

12 


1914-15 

27 

44 

.‘19 

112 

PuT'iiea 

1920-21 

3o 

45 

or 

4:1 


1924-25 


42 

;i9 

41 

In lh(' above table Mu/.affarpur 

has a 

smaller 

Index No. 

which 

indicnles less immunity from famine. 

Rabi area is, however, 

larger than that of 

most districts 

of Hi bar. It 

can thus 

endure 

agricndtural seal city lat ter. Its position 

is second in this \ 

respect 

only to Saran. Its 

rice, again, is 

not as 

1 unprotected as in 

()th('r 


distiicts. To tlu* iioith of the llagmatti the rouiilry is low and 
grows paddy for tlie most j>art. Ohampaiari is ordinarily hlrssed 
with abimdant rainfall, but when rainfall is deficient or unevenly 
distiibuted, the winter rice crop fails entirely. Three main canals 
have been constructed and it may be said tliat with the irrigaiion 
facilities now existing the district is practically immune from 
famine on an extensive scale. Wells are exceedingly few in this 
district. The reason is the abundance of water avaihible from 
other sources, lakes, rivers and jheels whose water is used in 

F. 2 
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irrigating the riee helds.^ The t^entral Doab grows also a great deal 
of rice and there is flood irrigation. On the whole we find that the 
density of population closely follows the percentage areas under 
rabi cro])s. The South llihar districts have about half their culti- 
vated area under mhi as (‘oinpared with 75 per c^ent in case of 
Muzaftarpur. There is also marked a gradual tendency towards 
the increase of rain and diminution of aghani crops in most of the 
districts in Bihar. This implies also a corresponding increase of 
well irrigation. In North Bihar the amount of irrigation is small. 
In Champaran, for instance, out of a total percentage of 8*6, 
and T per cent are irrigated from government canals and wells 
respectively hut 21 per cent is protected and irrigable from the 
former. The Son Canal is the largest iriigation system in this 
Provime; l)iit it irrigates only about 015,0(10 acres. The other 
rivers of Soutli Bihar are too small to feed any canal systems. But 
these rivers are adequately utilised by the extensive systems of 
dams and iiynes which are in the hands of the landlords. Sotne 
of these have lately fallen into disrepair, ])artly because it was 
impossible to get the various landlords agree as to the neeeasity 
and manner of repairing them, and partly bee ause the commutation 
of produce rents which has been prevalent in these areas has dimi- 
nished the interest of the landlords in keejijng up the irrigation 
system while the smallness of the tenants' holdings has prevented 
active cooperation in this regard. 


< Sweeney, Final Report on the Survey and Settlement Operations 
in the I>istrict of Champaran ( 1913 — 19 ), pp. 5 and 106 . 



, . . . . , r Percentage of area irrigated from Normal 

Area in acres irrigated from wells net-cropped area. Rainfall 
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The tollowinfj table shows the sources of irrigation in different 
districts iu Bihar® : 


^ OD 

Percentage of yarious kinds of irrigated 

area to net cropped area. o 

05 



1 

0) 


T2 


£ ^ 

hr, 



s ® 

^ ta 
o eo 
OU 

a i 

£ 

to 

'oS 

OS 

CD 

IS 

e 

C 

08 

CO 

JO 

a 

a^ 

m 0 t h e 
ources 

centage of | 
vated area 
rigated 

H 


Q a 

OQ 

o 

u 


£ i 

0) — 

o 







Ou 


MuzafTarpur 


*06 

1*21 

•24 

•41 

11*4 

1-92 

Baraii 


18 

12*2 

4 2 

10 

34 9 

19-2 

Champaran 

21) 

87 

1 

80 

■99 

8-6 

8 

Darbbanga 


2 

*40 

28 

31 

4-7 

6*5 

North Moughyr ... 


... 

3 

*2 


do 

26 

South Monghyr ... 


7 

8 

20 

12 3 


42 

North Bhagalpur 


... 

‘3 

•6 

3’8 

13 3 

4-61 

South Bhagalpur 

... 

16*5 

12 

6'6 

12-81 3 


3601 

Patna ... 

223 

2162 

6 80 

24 35 

4 -98 

67 6 

69-94 

Shahahttd 

22 28 

3-83 

4-86 

10 26 

•70 

442 

41*92 

Gaya... 

429 

16 96 

6‘98 

26 83 

1 77 

49-4 

: l 61 83 

Gradually a 

rtificial 

iiTigation 

from 

wells, 

tanks 

and 

private 


( aiiiils forms the main feature of the agricultural piactice in Bihai‘. 
In the v€U'y low-lying rice tracts irrigation is not resorted to at 
all hut the rice on high landvS is always irrigated iu all jiarts of 
Bihar, the w^ater being: supplied from ahars. This is the autumn 
rice {Bhadm or .Iv/.v) cultivated relatively in high lands which are 
above inxindation level and requires less water but more attention 
in its cultivation. As a general rule it is sown broadcast in April 
and May with the fiist showers of rain, and harvested in July, 
August and Septemlrer. Transplanted paddy also grqws in such 


5 See Royal Agricultural Commission Report, Vol. XIII, p. 289, 
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lands and after it is harvested rahi is sown. Such lands are 
gaiierally provided with irrigation works from Ahar connected w ith 
Bhadoi o(*eupies the land for a com])arat ively shorter 
])eriod than wdnter rice of w'hich the most iiMi?,ortant variety is 
its outtinn is geneially less and its price lower in the 
market. Hut it server a very useful ])urpo8e in su])pl\ing a food- 
grain and fodder at a time of the year when th(» stock of rice of 
the previous year is approaching exhaustion. Besides it releases 
the land in time to he cultivated wdth a rahi crop. Winter lice is 
cultivated in low^er lands where rain water can be accumulated or 
where irrigation facilities exist. Tlie chief r(fhl crop is ’wheat and 
its cultivation depends u]am the extent to wdiich the crop is 
manured and irrigated. Idie failuie of the luiihifju rain prejudices 
not merely the winter ricc' but also the wdieat ciopi in unirrigated 
areas in most ])arts of Bihar. On the other hand, the amount 
and fair distrihution of lainfall from June to August determines the 
outturn of the hhmhi and /iJ/lidni cro])s. There is a further clangej* 
of hlutiloi c rops from floods in ditferent parts of Bihar. For mhl 
crops, rain during last w^eek of December or the first week of 
-lanuary is essential and when this occurs the ciops are generally 
full, jirovided they are not daniag(*d by hailstorm in winter. 

The study of the following statistics shows the continuous 
increase of wheat arenas, and of wheat iriigatioii in most of the 
districts of Bihar. 



Area under wheat. I Area under wheat that is irrigated. 
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The exceptions ure Patna and Bluigalpui: v/here the 

wlieat ureas have shrunk greatly within the last few years. In 
Patna the high hank of! the (junges ]>!( vents the water that accu- 
mulates during th(‘ rains from flowing ofl' rapidly and year after 
year a large tract of the district iTninediately south of the river 
l)econies a sheet of water. Ploods occur and <he /V//>/ crops are 
damaged by insect pests and sometimes destroyed over wide areas. 
In Bhagalpur the decline of cultivation is due to tlie oscilla- 
tions of the Kosi which, fre(|uentlv chajiging its course, spreads 
over file land a layer of infertile sand, as well as the scourge of 
malaria and the famine of 1919. The further extension of the rahi 
area by building dams both for the storage (jf rainfall and for the 
safeguarding of the lower ports of a valley as well as hy well irri- 
gation may he advocated in districts wliere it is undeveloped 
wliih' the latUn* kind of iirigation may he de^veloped for sugarcane. 
The latter croj); holds a very im|)ortant |)lace in a district like 
Saraii or Slialiabad but in many districts it is still an unimi)()rtaiit 
crop though with th(‘ nature' of the soil available its ar(’a would 
readily be extended. Bihar does not reach the standard of sugar- 
cane cultivation found in Ghazipur, Ballia and (forakhjnir. 

A compai’isoj) of the agricultural seasons and fliictuatious of 
the United Provinces and Bihar vshows certain distinctive conlrasts 
and rescmiblances. In the TTnited l^rovinces there are, as we have 
seen, two well-marked agriciiltiutil seasons: 

Khdvif (sown, ex(’ept sugarc*ane, in June and July and harvest- 
ed in Sepi ember to December): 


liarlv dry crops V 

3 ( ot ion 

Rice 

Sugarcane 

Hahi (sown in October-November, and harvested in March- 
April) : 

Wlieat 

Barley, gram and mixed food crops. 
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In Bihar, on the other hand, tKere are three seasonal crops, 
ifhadoi^ acflumi and n/h/. This is chiefly because Bihar enjoys the 
iulvautaof s of a higher average rainfall than the United Provinces. 
The annual rainfall averages inches in Bihar, 53 inches in Chota 
Nagpur and 59 inches in Orissa. In the Ignited Provinces the 
average rainfall is only 34 inches. Not only is the rainfall more 
abundant but it is also more regular in the eastern portions of the 
l^lain. The seasonal rainfall also begins much earlier in Bihar 
than in the United Provinces and thus the ri(‘e crop including both 
early and winter rice is much more dominant in Bihar (194 per 
cent to total area) than in the United Provinces (87 per cent). 
In Bihar and Orissa the hh^i-dm crops whi(di imvlnde rice (aus) 
and maize are shown at the commencement of the rains in April 
and May and harvested in July, August and September, l^ate and 
insnflicient rainfall at the sowing time or excessive rainfall during 
the period of growth is unfavonruble to the hhidoi (uops. Fb)ods 
also cause damage to hhadot crops in Saran, ( Jiamparan, Maizalfar- 
pur, Darbhanga and Purnea as well as in the coast districts of 
Orissa. Va«t areas are sown with rice and maize in the Gangetic 
diards wheie also the cro}) is frequently damaged by flood. 

As in the United Provinces, good rainfall in September and 
biciober eiisiiies a good seed bed for the nthi crops. Sowings may 
lie late if the rainfall is delayed but good rainfall even in January 
and I'ebruary may improve the crop situation considerably. In 
ilte United IVrovinces wheat is rarely grown after a hharlf crop 
in the same year. In fact this is done to any extent in Rohilkhand 
where it follows early maize. More commonly wheat is grown 
after a min crop in the preceding year (i.e., with six mouths 
f allou ) , the pieceding lyhl/t (*rop in this case is usually either gi^ain 
alone or a mixture of (‘rops containing gram or peas. In Ifihar, 
on the other hand, wheat is preceded by maize or n/us paddy during 
the monsoon. It is generally sown mixed with gram and a little 
linseed. After two or three years a crop of peas is taken. The 
land is generally left fallow during the monsoon and in South Bihar 
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and Chota Nagpnr rain water is bunded up tor saturating the soil. 
The water is let oft in September and the land piepared for sow- 
ing. The a(jho>ni crop mainly comprises aman rice. This is sown 
in seed beds in May and June and transplanted in the ficdd about a 
month later and reaped in November and Deeember {affluiii). In 
Orissa it is more often broadc^asted than transplanted. It includes 
by far the largest number of varitdies of rice and occ upies the main 
portion of the rice area of the province. In Oris^sa and Ohobi 
Nagpur where broadcast sowing is most important etirly showers 
in Majch and April are absolutely indispc nsiible foi* the pre])aration 
of lands. Hut scant rainfall from March to Tune lejids to a great 
reduction of sowings thronghoiit the Province. The shortage of 
rain in July and August also retaids the process of trans])lantation, 
while tlic deficiency of rainfall in September and October aifects 
the growth ot the crop particularly on high and unirrigated 
areas. 

Tin* (lefic'icuicy in iiiinfall exposes the districts of the United 
Provinces and Bihar alike’ to the loss of the Khar if. As regards 
tin* United Province’s welks of any sort me at most a palliative* ot 
the* ett'ects of drought and the partial protection w^hich alone can 
h(’ looked tor must c ome from canals. Most of the existing canals 
in the Thiitecl Ihoviiices are nihi works. The nearest approach (o 
Ixluirif canals arc^ those in Eohilkhancl and the i)rivate canals in 
liasti <listrict which save the rice in prolonged bmiks and after 
premature’ cessation of the rains. Thc^ (juestiem of utilising hill 
streams for the protection of rice aieas and foi; the general exten- 
sion of irrigation in the districts east of the Naini Tal Tarai must 
he taken up in order that hhanf harvest in this legion might l)e 
made more secuire. The lluirif area in such districts as Bahraich, 
Gonda, Basti and Gorakhpur is much greater than the rafti and 
consists almost entirely of rice. There is sirions danger here 
whenever the rain is insufficient hecjiuse as a rule the failure of 

the ri(‘e canned he (*ompensated by larger as the land cannot 
be tilled. 
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The Hoe harvc^it in the Tirhut Division depends in the same 
Way thoiig'h not to the same extent on the eiirly rainfall. The 
(inestion of using* the Himalayan streams and rivers tor irrigation 
and of building embankments is as imperative here as in the eastern 
districts of the United Provinces. In the United Provinces, the 
Himalavan streams have been utilised for a magnificent canal system, 
at Sarda. But in Bihar all the rivers except Gandak debouch 
from the hills on to the plains in the territories of Nepal and hence 
It is not ])os.sible to control the^se for the purposes of regular canal 
system. In the districts in North Bihar there is far better depen- 
dence upon one crop, namely, winter rice which though important 
in Gorakhpur and Basti does not eclipse the nihi crops. Hence the 
conditions of agriculture in the former are more precarious, the 
more so as the ijressure on the soil is much greater and would have 
been still greater were it not for the area oc< n])ieil by the rivers 
and marshes. Both in North and South Bihai the w^ell-irrigation 
is far leSftS adequately developed than in the ITnited Provinces. The 
reason seems to he that in the rice districts of Bihar wells would 
probably he of small use for the saving of the rice crop, which 
requires far more water than tliey could give; and in ordinary 
years the rainfall is so ample, and the moisture retained in the 
soil so alHindant, that large areas of sugarcane can be grown with- 
out the aid of artificial irrigation. Temj)orary kuchJia wells are 
also common and very inexpensive, the water level being easily 
leached. There is no rt^ason, however, why more wells should not 
he built in Bihar a^s in the eastern districts of the United Provinces 
]iroiecting the rahi (uop. The practice of well-irrigation is yet 
very limited in Bihar, where the peasant seems to he ( ontent to 
lely on the facilities afforded by irrigation canals, at any 
rate during the IxfiuT/f season. The multiplication of wells is 
ne(‘e88ar\ tor irrigation during the hot weather and the rahi seasons 
in places where irrigation both from goveniment canals and from 
ohms and pyiies in not available. The latter are as a rule meant 
for the rice croji. In many places, however, owing to the loose 
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and Handy cliai'acter of the soil, the (onstructioii of wells is diffieull 
and expensive. In this respect the Ondh distric ts are at an advan- 
tage. There 30 or 40 per cent of the net-cropped area is irrigaied 
from wells. A further defect of well-irrigation in Bihar is that the 
primitive method of lifting water hy a latha and is used iiere 

as eontraste^l with the use of motes and the Persian wheel in the 
TTiiited Ihovinces. Thus the work is slow and the outturn poor. 
Agaiti, canal-irrigation in Bihar is on a very limited sc ale as com- 
pared with that in the United Provinces. The only important canal 
system is that of the Son from which the grc'ater part of Shahahad 
and small portions of Patna and Gaya receive an adecpiate supi)ly 
of water. There are also irrigation woiks connec'ted with Phalgo, 
Maihar, llharda, Poori, etc. Many of the rivers and streams are, 
however, utilised to the fullest extent for inigation in South 
Bihar, although such works are now being neglected by the land- 
lords. Again, where the canal has Ixhui iiitrcKluced, the afuir has 
heen abandoned. In areas where thert‘ is difficulty of canal irriga- 
iion, it would have l>een more advantageous to retain the (i/uirs 
and fill them with canal water when the demand for* Nvatei' slacdveiis.^ 
The* effect of the* opening of the Son canals will be evident from 
a compaiisoji of Buchanan’s e-stimates of three thanas in Shahabad 
district where areas c losely cor]*esj)ond to the older administrative 
divisions. 

Buehajian’s Estimate, 1812* 


Oorrespond* Tbaim 

ing modem of 

thana 1812 

Total area 
Sq. 
miles 

Uncultiur- 
ablt^ area 

Percentag(3 o 
culturable 
but 

unc'.ulbivabod 

area 

f 

Current 

fallow 

Culti- 

vated 

area 

Piro ... Ekwari .. 

B:0 

6*3 

2.5‘4 

8*3 

620 

Bikramganj Karanja ... 

392 

6'6 

36 '5 

8'3 

63'6 

Karghar tlaraoug 

368 

82 

20-2 

2-8 

70*8 


See Report of the Royal Commission on Agriculture in India, 
Vol XIII, p. 310. 
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Modern Statisties, — 11 


Thttiia 

I’utal area 1 
8q. 

Miles 

1 ' riciiliur- 
able 
area 

l^ercentage of 
ciiltuTable 
but 

uncultivated 

area 

Current 

fallow 

Cultivated 

area 

Piro ‘0^ 

316 

12 05 

368 

1*34 

82 93 

Hikramgaiij 

366 

<r60 

6*69 

2*3? 

82*64 

Karghar 

266 

10-On 

6'26 

172 

82 02 


'riie expansion of the rdhi crop in llihar towards whieh the 
recent agriciiltiual practice is tending* i« ]) 08 sible with the progress 
of well and tank irrigation. The recent figures show a phenomenal 
increase of irrigation from wells, tanks and pjrivati* canals within 
a very short period.'^ 

Bihar has developed an (‘xtensive and adaptive system of private 
irrigation, the (‘iiltivators building artificial reservoirs, aliars and 
( hanuels and taking every advantage of the slope of the country 
to ensure the conservation of water. Tanks are comparatively rare 
in Bihai*. In many areas the natural slope is utilised for the mnking 
of aluiKs from which irrigation is elfected by means of channels 
(*alled pynes. There is in addition a very large area irrigated 
from river channels as well as from rain-fed or streaimfed tanks. 
Thv greatest devtdo}), merit of the former form of irrigation is found 
in the districts of (xaya and Darbhanga where a system of small 
channels has proved very useful for agricultural security. 

With the expansion of well-irrigation in the rahi tracts and 
(he introduction of canal as well as tank-irrigation in trat^ts which 
grow' more rice than the mbi crops there are far greater possibilities 
of improvement in agriculture and expansion of iiopulation in 
Bihar than in the United Provinces. In the latter province oanal- 
irrigation has almost reached the limit and wells also have reached 


7 Hubbaek : Ihial Report on the Survey and Settlement Operations 
in the Dietriet of Shalmbad, 1907—16, p. loi. 
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tho maxiiniini numbor, except in tracts where the subsoil is rocky 
and the watei* difficult to g’ct. In Bihar the rainfall is less un- 
certain and the soil and atmosphere less dry requiring less watering 
to mature the crops. There is less strain l)oth on cattle power 
and human resources and the more favourable conditions of agii- 
ciilture will in the future im'vitably lead to far gi ( ater aggregation 
of population than in the western ]K)rtions of the alluvial plain. 




RELATION BETWEEN CROPS AND RURAL 
DENSITY IN THE UNITED PROVINCES 


in 

Birendhanath Ganguli, M.A., 

I)(icc4i r niveraity^ PretucJiatul lioyrluiiHl Scholdr, 

CaU uttd mvernty . 

The a^riculturiil security i'.0ssevsse(l by the (UfVeTent naturiil 
re^nous of the upper (xaii^eiic plain depends so lar^’ely on the 
physical and Ihe chemical conditions of the soil and, above all, on 
the vaiyin^4‘ meteorological conditions. In a country where ihe 
inade(|nacy and the uncertainly of rainfall have such far-reaching 
('onseiiueuces on agrieulture agTicultural security is one of ihe 
imporlaiii facdors which control the movements of poiiulation and 
it is highly significant that the geographical distribution of 
population should correspond closely with the amount and distribu- 
tion of rainfall. In this iiaper an attempt will be made to examine 
the problem of density specifically from the point of view of 
agricultural productivity, and an attempt will be made to show 
that the environmental factors, viz., the physical ami the chemi(*al 
conditions of the soil and the meteorological conditions determine 
the high or the low agricultural productivity of the different natural 
regions by determining the geographical distribution of crops. 

iivery crop has its own particular range of environment. It 
finds the most favourable environment in a particular region, and 
in such a region a comparatively large area sown under this crop 
as well as its high yield 8 how\s that it is an important crop 
cliaracteristic of that region. Rut its importance diminishes as 
the environment becomes less and less favourable until it cease<s 
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to }>e grown. Thus we observe the varying' importanee of 
(litferent (rops aceording to variations in the peculiar condi- 
tions of soil and rainfall whi(‘h (‘onstitnte the most favourable 
environments. 

Jlut it must be lemenibered that the difl'erences in the distri- 
bution of soil in the diherent natural legions of the upper (tangetic 
plain are far less than the (liff(‘rences in the amouiut and distribution 
of rainfall. The nature of the soils and their distribution do not 
differ apprecialdy fioin one natural region to another. The natural 
regions aie the different rainfall tracts and within each tract 
ditferent (lasses of crops are grown iu the difl'erent soil regions. 
Jkit these soil legions are airanged in an almost similar mannei' 
in ea.ch rainfall tract and although it is no doubt true that the 
predominancf^ of a particular variety of soil in a particular natural 
region might increase the importance of a ceidain (lass of c*rops 
yet, on the whole, the importance of ditf'erent crops in difftMent 
natural regions is predominantly due to the climatic fai tors. Thuis^ 
throughout the (jangetic plain loam is the predominant soil. In 
the neiglibourhood of rivers sand |>redoniinates, whereas in the 
depressions the soil stitt'ens into clay. .Mach of these soil regions 
has its oun characteristic crops. In the water-logged region the 
lirincipal staple is rice and the main Rabi crops are usually gram, 
peas, and barley. On the dry lands betw(?<m the rivers and th(* 
depressions the u^sual crops such as cereals, pulses, millets, cotton, 
sugar(*ane and oil seeds are grown. The river valleys have their 
distinctive series of crops characteristic of lighte'r soils, such as 
Baji'a, cotton, and hemp. The arrangement of these soil reg'ions 
and the characteristic crops grown in (^ach are not much different 
from pla(.*e to place. Hence it is rainfall and temperature which 
really exjdain the importance of a crop in a particular region, it« 
diminishing importance in other regions and its maximum range 
of environment. A study of the geographical distribution of croj)S 
on this basivS is likely to reveal the varying agricultural produc- 
tivity of the different natural regions. 
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It is thus impartant to observe the range of environment and 
the varying iinportanee* of the main crops characteristic of the 
upper Gangetic plain. Rice, one of the most important sta])les, 
requires a mean summer tern pei'at are of more than 75 degree to 
77 degree. The largest rice regions have an annual rainfall of 50 
inches and a rainfall of 5 inches a month during the growing 
season. It would a])pear, therefore, that ihe eiistern portion of the 
Indo-Gangetit', phun which receives, on the average, an annual 
rainfall of 4177 iiKhes is not so favoumbly situated in rf'gard to 
tile i/uliivation of rice as North Bihar or Bengal l>ut the conditions 
are not very much unfavourahle, and, as a matter of fact, the 
rice crop (ontributes highly 1o ihe agriiullural productivity of 
this region. But its imporiance diminishes from (asi to west as 
the annual rainfall Ixcomes scantier and as the period of high 
bunperatiire biu'omes longer until tlie climatic limit is definittdy 
le^ache(l in the southern ])ortion of the middle Doab and the Gen- 
tral India Plateau which is a neighbouring region. In Agra and 
Mnitra, for exanqile, the aieas under riite are only M acres and 15 
acres res])ectively, and in Jalaun a typical district of the Central 
India Plateau the area is only 297 acres. In Jalaun the cailtiva- 
tion of rico is rendered impossible as much by tin* bhu‘k cotton 
soil as by the deficiency of rainfall. But in the case of Agra and 
Muttra the a.nnuiil rainfall is not more than 25 inches and the 
rainfall during the growing seasons is not more than 8 inches and 
it appears therefore that rainfall should he more in o]‘der that the 
cultivation of rice may be possible. 

Wheat, another important staple, has an altogether ditferent 
range of tsnvkonment. A temperature of 50 degree for four months 
is regarded as sufficient for wheat cultivation. In the temperate 
belt the temperature ranges between 50 degree and (kS degree for 
four months and wheat is giown. In India the soil temperature 
at seeding time is very important in the production of winter wheat. 
When sown too early while the ground is warm plajit may start 
well but will soon decay and be attaekeil by white ants. It is 
F. 4 
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cjonsideretl «af© to ^stt‘d when tlio teiii])erature ot ih© soil has fallen 
to about 77 degree but tuit when it is as high as iibout 8(> d.egreo.’ t 
In the liido-Gaiiigetic })lciin the jirojx'r teniperature conditions are 
satisfied normally, lint th(‘ moist regions in the east cannot be 
regarded, as wheat-groNA ing tracts because the crop is liable to 
sutiiu* from rust owing to excessive moisture. Most oi the impit)!’- 
taut wheat regions of the world liave an annual pi:ecipitation of 
less than 30 inches. In America the successful growth of wheat 
is not limited by iieavy rains but other crops are usually found 
t(* be more pr(»fitablt‘ in regions wluue llie rainfall is heavy. But 
where the rain tall is 4b inches oi- more rust and fungur diseases 
are prevaleiit. Moreover, a hot and dry climabi j)roduces a fine- 
stemmed plaiit the grain of w liicli is hajd, glassy and rich in 
nitrogen and a moist climate produces a coarser-stemmed plant 
vvitli tlu‘ graims, relatively soft and m(*aly and poor in nitrogem.^ 
In the l?ido-(laiigetic plain, therefore, the imiiortance of wheat 
diminishes from west to east with an increase iji annual precipita- 
tion. ]fu(t the climatic limit is not reached in the Indo-Gangetic 
plain, East or Sub-Himalaya East, tlie predominant rice growing 
artnis. In the former rc’gioii the annual rainfall is 45 inches and 
in the lattcu* region it is 47 inches. As a matter of fact wheat 
is grown in some of the districts of North, East and West Bengal 
wher(^ th(^ annual }>reci])itatioji is much greater. But the yield 
is j)()or l>ecause owing to excessive moistiue the grain is soft and 
pool’ in nitrogen. Hence other valuable crops are grown in prefer- 
ence to wheat and the importance of tlie wheat crop diminishes 
with an increase in the annual iJivcipitation. It is thus apparent 
that the lndo-(bingetic ])lain w est w hich leceives an annual rainfall 
of less than 30 inches is the typical w heat-grow ing tract in, commou 
with similar regions in Ameri(*a or Australia. In the eastern 
regions, on the other hand, where the rainfall is heavier wheat 

Wan’en Smith, Agricultural Meteorology, p. 183. 

2 Ibid,, p. 185, 
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is not grown under the most favourable conditions. As a Tiuitter 
of fact v^'hatever wlieat is ga-own is nol pure wheat ])ui is mixed 
with bailey in order to guard against a total failure of crops. 

Barley, another imjjortant Ilabi staple, has a vei:y wide range 
of environment. In tln^ TTnited Stales of America most of tliis 
crop is grown in cool regions. During tln^ growing season the 
mean temperature mnaw ex<'eeds 75 degree and it is grown in 
regions with an annual rainfall of less than 35 inches. In the 
tro])ics it is grown in T'(‘gions where the tempeiuture is higher and 
annual piecipitation is also greater. Although Avhere the rainfall 
is v(uy luuny tliere is a danger of rust yet this crop has a re- 
markahly wide range of (‘iivironment. It is the characteristic croi) 
of the uplands and is grown in liglil and poor soils. But its im- 
portance is greater in the eastern than in the western ])ortion of 
the plain because it is the chief Bahi sta|)te in the moist rice- 
growing regions wdunc* wdieat cannot he. raised under favourable 
conditions. 

Mai/e, anotlnu* irnpoitant in the Ivharif harvest, so 

rapidly ada[)ts itself to its surroundings that it is successfully grow’n 
ov(*r wide ( limatic ranges. The great corn rc'gions of the w^orld 
are areas of contimmial climate charaeterized by a large range of 
t(unperature. Dxc('])t where ii-rigation is {>ractised most corn is 
growl) in regions having an aimual rainfall of over* 20 inches and 
a summer temjjeratine aver'agrng alrout 75 degree. In Araeriea 
most intensive cultivation is pra(’tised in the region where the mean 
temperature is fr’om TO degroe to 80 degree and the annual pred- 
pitation is between 25 and 50 inches. In the upper Gangeti(‘ plain 
as a whole the rainfall is more than 25 inches and h\ss than 50 
inches, the average summer temperature exceeds 75 degree, aud 
the climate too is a continental climati> marked by a wide range 
of temperature. Hence the imjrortance of thi^s crop unlike that of 


3 J, Warren Smith, Agricultural Meteorology, p. 145, 
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crops like rice, wheat aiul barley is not ahected by the climatic 
limit and consequently it has a very wide ranj^e of enviiionment. 

In the case of cotton, wliich is anotln r valuable Kharif crop 
the conditions of rainfall pridominantly affect its geographical 
dkstribution in the upper (xangetic jdain. 

The climatic limit of this crop (arresponds with the rainfall 
lino of 35 inches and the regions whi(di receive an annual rainfall 
of more than 35 inches aie unsiiitable for cotton cultivation.^ Thus, 
little or no cotton is grown in Indo-(xangetic plain, Mast, Sub- 
Himalaya, East, Oudh, Central India [‘lateaii' and the Ea^st Satpuras. 
Tln^se I'cgions are moist and tlie soil also is heavy and clayey and 
unsuitable for cotton. Moreover, ‘‘ l ight fje([uent showers with 
jdenty of vsunshine between ” j)rodu( e the best conditions for tbe 
growth of cotton; but these conditions are fo' nd giuierally in the 
western jiortion of the (xan get ie idain. Thirdly, a wet autninn is 
most favourable for the gi'owth of cotton and it appears tliat a 
rainfall of (1 inches in Sei)teml)er and October fixes the limit of the 
geographical distribution of cotton. 

Sugarcane, which is another im])oriant Kharif crop, requires 
high iein]KM alurcs and a < on;stant supply of moisture. It is thus 
grown in all ]^arts of the (Jangetic ])lain, its ini])ortance varying 
with tlie facilities of natural as well as artiticial irrigation. In 
]iOW(‘j’ Doab and the Central India I'lateau little or no sugarcane 
is grown, its im|>()rtance is also very small in Middle Doab. The 
varying im(K>rtan('C of this crop in these regions is explained not 
by climatic iactors but by the deficiency or adequacy of agricul- 
tural water-supply. 


^ An over-supply of moisture causes too rank a growth at first 
deferring the fruiting and causing a development of vegetative limbs 
instead ol the fruiting branches. In the humid regions too mucb 
moisture interferes with the development of the plant either by stunting 
its growth or by causing the shedding of the buds and young bolls,” 
— (J. Warren Smith, Agricultural Meteorology, p. 111.) 
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Just as barley is the iiiaiii llabi crop in the eastern portion of 
the Gangetic plain where rice is the jJiedommant Kharif crop o 
also rinar is the nuiiii Kharif ciop in regions Avhere wheat is the 
wain CIO]) in the Rabi bar\est. Hence the disiribution of Juar 
corresponds generally with tlie distribution of wdieat but where 
either rice oi* wvheat oi* both ate relatively iin important crops Tuar 
together with grain heconies the most ini])ortaiit croj). Juar is 
grown neither in the heavy elav lands nor in the liglitest soils. 
Loamy soil and soil composed ‘>f light clay arc^ suitable for this 
crop. Hence in tlie eastern portion of Uie plain barley, which is 
a more valuable crop, is grow’n in ]U‘eference to Juar on tln^se 
hett(u* classes of soil.^ 

Hujra, which is the huist valuabh* of the Kliarif crops, is 
usually growm in ])oor and sandy soils. The imj)Oj ta.nct' of this 
crop, therefore, gives a very good idea of tlie extent of the infeiior 
grades of land wdiicli a particular tract possesses and it is signi- 
ti(‘aut that its im|)()rtance is very great in only two agricultuial 
regions of the Gaiigetic plaiii, viz., South Kohilkhancl and Middle 
Doab. 

Gram, aiiolher imj){>riaj»t crop in the Rabi harv(‘st, can be 
grow’ji siu^c(‘ssfully on various chesses of soil. It is sowm on heavy 
(lay lands and it can also lx* sowm in light sandy soils. Hence 
the range of (Mivironnient of this croj) (>xtends over the wdiole of 
the upper Gangetic plain. Ihs importaii(‘e is smalhu: in the (uistern 
portion of the ]dain l)ecause the land is di voted to better classes 
of crops. Li this K'gioii it is usually sown as a second cro]) on 
the rice-lands. Hut its ini]H>rtance is considerable in drier regions 
of the Avesterii portion of the plain. In Middle Doah gram is as 
important us wheat and in Lower Hoab and the Ciuitral India 


5 Roth barley and Juar constitute the cheap foocLgrain.s consumed 
by the poorer classes. In the western portion of the plain Juar is 
sometimes sown alone and cut green and forms the main fodder crop. 
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l^lateaii wliero i\w \vlu'ai ('t:o]) is of similler iinportaiice gram is 
the prin('i])al crop, in the llabi harvest. 

It is a|)pareiit, theieiore, tJiai the choice as well as the coia- 
hirjatioii of ('roi)s in any legioii which determines its agricultural 
j)io(luctivity is itself conditioned Irv the climatic factors which 
delerniine the range of environment of crops and their varying 
imporlaru'e. Jfid, as w(^ have seen, there are (*rops like gram, diiar 
and maize which have a very wide range of environment. L\ tlie 
case of thcs(‘ ci‘(j])s their varying importance in cliffeTent natural 
regions is not determined hy the climatic factors. Whether the 
( ontrilvution of such croj)s to the agricnltiiral ])rodiictivity of a 
pajdicular legiori is relatively largo or relatively small d(‘pe:nds on 
the ])ossil)ility of sidecting other more valirahle crops uhicli can 
he grown under the same elimatic conditiijns. Hence the impor- 
tanee of a crop (h‘])t‘n(1s not only npon its own range of environment 
hut also upon the range oi environment of other more valuahle crojis 
whi('h may lie grown in ]vreferenee to it. 

Thus it is im]>,ortant to ('xamiue more i>reeisely the varying 
imixirtanee ot (lilTerent crojis in dihertuit natural regions. More 
jiartieulaily it is necessary to fix oui’ attention upon the 
variety of ciojis grown in any region, iht) ehoiee of more 
nr less Aaluable staples and their vaiyiug import anee as 
rt'gards area and yield in diffeixuit regions. The choice of crops 
does not oh\ iously show r<*gional diversitie.s hecause the crops are 
tliose characdcristic ot a tropical plain. But out ot those crops 
which are conimoii to all the natural legions Ave shall choose the 
]n'inci])a1 crojis to the exclusion of the minor ones. Thus the 
leiucsivntative (‘rojis sidected will he Kiee, Wheat, Barley, Juar, 
Ihi^jia, Mai/e, (iiam, Sugarcane and (kd-toii. The area under these 
crops forms more than 75 per cent of the total gross-crojiped area 
and, tlieTefore, i*om])arisons hased on the relative importance of 
these (‘ro])s aviII he, for all i?ractical i)ui poses, rcdiahle. The reason 
why it has not lieen ]>ossihle to take into account all the crops 
is that the returns of yields per ai^re which are, as we shall pre«- 
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sently see, the primary l)asi8 of our comparisons are not availahle 
Jor all the cro])s which are common to all the districts. 

The method by which we caii (construct indices of the contri- 
bution of dih'erent crojis to the a/i»ricultiiral protluctivity ol 
different natural reoions univ b(‘ ('X])lained as follows:^ 

Firstly, we take the area under any crop, say A, in a particular 
district belonging to a eertain natural r(‘gion. I'his area is express- 
ed as a proportion of thc' ('ro]j]>('d area nnder all the i*ep, resen ta five 
crops selected. 

Sec'ondly, we o])taifi the index numlHU* of yield. This is found 
oiit by dividing tlu' yi(‘ld ])(‘r acre of tlm ciop A in that district 
l)y the corres])on<ling yield ]M*r acre foi* tin*' whole province* as the 
standard. Now, the district yield may be expressed as a percen- 
tage and this ])(*rcentage nmy be regardiul as the index number oi' 
yield. 

Thirdly, the results an* multiplied. Tn multi])lying tin? pro- 
])ortion of the ar(*a. under A and the (;orT‘(*s]M)ndiiig index number 
of yi(dd we take* into account : 

(1) The relative importance of the crop A in that district 

(as indicated by the propoT’tion of tin* cro])])ed area 
which is under A) ; and 

(2) The yield of the crop A in conip,aiison with the provincial 

standard. 

Tlio product u hi( h w<* get is, tlnuefore, an index of the 
conti ilmtioTi of the (‘ro]) A to the pirxluctivity of the district which 
we are considering. In tins way, we obtain similar indices of the 
contributions of other ( rops to the total agiicultiiral productivity 
of the district and by taking an average of the indices of the 
rtontributions of the same crop to the piodiictivity of tlie diherent 


6 (If. Indian Journal of Economics, January 1930 - An article on 
Indices of Agricultural Productivity in Relation to the Problein of 
Population. 
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districts belonging to the same natural region we get ajii average 
index which indicates the contribution of that crop to the producti- 
vity of the entire region. The same jirocess is repeated in the case 
of otht 1 crops and the results are tabulated as follows : — 

T(il)U of Iho Indices of the (Umlnhutioiu of different croihs to the 


cti/cih^ of 

d iff ere iht re(/ / on:s 

The re if ions ( 

in' arrmujed rii 

of dens it If. 

i 



fiKlo-ijlariffetic 

Iiido-darigetic 

Indo-dangetic 


J’laiu, J'Jasi 

I’lain, Central 

l*laiii, West 

nice 

ao-to 

28G{i 

2.-50 

Jiailiiy 

248(i 

N-2(t 

1 1 til 

WMieat 

BH!) 

17-74 

21 -» 

rl liar 

B-57 

10-78 

10-70 

(jane 

7 1!> 

2-07 

8-47 

Ootton 


180 

O-Ot) 

Mai/e 

5-8y 

8-0() 

8-48 

( I rain 

1878 

20-lHl 

17-88 

Jlajra 

8'88 

7-01 

10-1/) 


We have already so(*n that rice and wheat the two important 
food croi)s of the upper tiangetic i>lain and sugarcane and cotton 
the two im}iiortant non-food crops have distinct ranges of environ- 
ment which depend upon the climatic factors. It is interesting to 
ohseive in the table of indices given above the varying iinportanoe 
of these crops from cast to west. The contribution of 
rice to agricultural productivity diminishes from east to west and 
iis im])ortance is insignifit^ant in the Irido-Gangetio plain, West, 
where the rainfall and the teiuperature conditions are unfavourable. 
The contributions of wheat and cotton increase from east to west 
for the same reason for which the index for rice is low, viz., the 
comparative ai;idity of the western portion of the upper Gauge tic 
plain. The contribution of sugarcane also diminishes generally 
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from east to west because the facilities of natural and artificial 
irrigation are greater in tbe east tlian in the west. The contri- 
bution of barley diminishes whereas that of Juar increases from 
east to west. As already pointed out, barley is the main Rabi crop 
in the eastern portio]) of the plain where rice is the main crop in 
the Kharif harvest and Juar is the main Kharif crop in the western 
portion of the plain where wheat is the main crop in the Rabi 
harvest. Thus, as is obvious from the table given above, the im- 
portance of barley varies directly as the imijortance of rice and 
the im]K)rtance of Juar varies directly as the importance of wheat. 
But it must be remembered that Juar can be grown with as muc h 
facility as barley in flu* eastern the plain and the fact 

that the contril)ution of Juar to iisS agricultural ])roductivity is 
small merely shows 11) at barl(>y which is a more valuable crop is 
grown in preference to Juar. J>ike Juar and barley maize is a 
subsidiary crop which serves as the cheaj) food of the poorer 
classes. As it ripens in a very short time It is of peculiar value 
as being one of the first crops to come in for food.^’’^ And As 
it is ready for eating early in September when the stock of food 
saved from the previous Rabi is running low its success is a most 
important matter.’’ As we shall see later on maize has gradually 
come into importance as a food crop and as it can be grown succevss- 
fully over wide climatic ranges it is natural that its imjroiriant^e 
should he as great in the western as in the eastern portion of the 
plain. From the table given above, however, it ai>ipears that the 
contribution of maize to agricultural productivity is greater in the 
western than in the central or the eastern portions of the ui)per 
Gangetic plain. This is explained obviously by the fact that in 
these regions more valuable food croj)s like barley, or wheat can be 
grown in xu’eference to maize. The importance of gram seems to be 


7 Moreland, p. 179. Maize is also a staple cereal in Rumania, Italy 
and Mexico and in the United States of America, and South Africa a 
certain amount is used for human food. 

F. 6 
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greater in the western and the eentral portions of the plain than 
in the eastern ])oriion. As already noted, it can be giown as well 
in the lieavy elay lands as in the lighter soils. In the eastern por- 
tiori of the jdain heavy (lay lands are devoted mainly to rice and 
gram together with barlt^y is grown as a second crop on the rice- 
fields. In the western ])ortion of thc^' plain gram is grown on the 
lighter soils which cannot be clevotc'd to any other more vahiable 
crop. Moreover, gram is the- most inijiortant (*ro}) in those arid 
tracts of thc^ western jiortion of the plain where other valuable 
(0‘()])s like wheat are of small imjioriance. Hence, on the whoh', 
it may lie said that gram is an important crop in those regions 
where, as in the central and the western portions of the plain, 
eitlier rice or wheat or both are of smaller importance. Lastly, 
th(^ importance of Hajra increases distinctly from east to west. It 
is decidedly an inferior crop which is grown on the worst class of 
soils and the increasing importance of Hajra from east to west 
merely shows that there is a chderioration of the soil from east to 
we-st.^ 

Thc^ nature of the geographical distribution of crops just dis- 
cussed reveals the relative importaiu'e of the three natural ri'gions 
from the ])oint of view of' agricultural productivity and density. 
It will be observed that the predominantly rice-growing trac ts are 
also the centres of dmise poiuilation ; whereas thc' western portion 
of the plain where wheat is the ])redominant crop has a relatively 
low density of ])opiilation. We shall show presently that in the 
ri(!e-growing tracts the combination of crops is suich that the more 
valuable or heavy yielding croj>s contribute, to a larger extent, to 
their agricultural productivity. Hut apart from these particular 
local conditions which produce this r(\sult the fact that density and 
the ('xtensive (Uiltivation of rice go together and that the culti- 

filt is interesting to observe this sort of deterioration of soil from 
east to west in the case of individual districts lying in the upper 
Gangetic plain. 
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vatioii of wheat goes with a relatively low cleiiHity is universally 
true of every other region in the iropjes. “ Wlieat grows in many 
climates in almost any soil with varying rainfall and with but 
little cultivation after the set^d is once sown. It: is, therefore, 
eminently suited to extensive agriculture {particularly in regions 
of moderate rainfall.”^ Extensive cullivation obviously imidies a 
low density of {population. Itice, on the (pther hand, requires a 
caieful and constant cultivation and is therefore unsiiited to 
extensive cultivation. Even in the fertile lands of the deltaic 
regions where there are excellent facalilies of irrigation rice culti- 
vation requires a large labour sii]P]p1v for the {preparation of tlie 
seed-beds, tians])lantati(pn and other* agricultural operations. It is 
significant that the inqportance of trans])lanted rice is greater in 
the eastern {portion of the u{)|)ei* Gangetic {plain, whereas whatever 
rice is grown in the western {portion is mostly late rice the culti- 
vation of which requires a smaller laboui* sujpiply. It is, tberefor*e, 
natural to ex{rect that the cultivation of trans{)lanted rice should 
go with a high density of {)o{)ulatioii. Moreover, the yield of rice 
{per acre is very high relatively to the yield of any other food ('roj> 
and, as Rudmose Brown {points out in his ‘ Principles of hvconomic 
(jeograjphy/ The alpundant return accounts for the great density 
of {PO)Pulation in such lands as the r iver {plains and deltas of the 
(.Tanges, the Yangtse, the Hcpang, the Si, the Mekong, etc.”^° Then 
again, wheat with its one crojp cannot obviously sii}P]Port as many 
{People as rice can with its possilple three cro{Ps a year. It may he 
argued that rice diet is deficient in protein and nitrogen. But 
this deficiency is made up by the corisumjptioii (pf Ipeans, {peas or 
other cereals and vegetables which are rich in them. Hence 

^ Indian Journal of Economics, Vol. IV, Part 1, p. 6. An article 
on Economic Geography, by H. W. Lyons. Prof. Carver says, “ while 
wheat is an important cro{p in the world’s commerce^ it is a poor one 
from the point of view of intensive farming ” (Principles of Rural 
Economics, p. 157). 

10 Budmose Brown^, Principles of Economic Geography, p, 40. 
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it m possible for i:ico cultivators to subsist on a vegetarian diet 
rather than a mixed diet of cereals and meat. The result is that 
land is devoted exclusively to crops and not partly to stock-raising 
as ill the wheat regions of Mu r ope, America or Australia. As 
Professor Carver says, ‘‘ The nutriment in the grain required to 
fatten a beef animal under present conditions is usually much 
larger than that of the beef produced, to say nothing of the other 
things consumed by the animal. Again, the land required to 
j)asture a beef animal for a year would, if put into giain or vege- 
tables, yield a great deal more food than that of the beef which 
the animal will add to his carcass. Hence it is natural that laud 
in the rice^-gjowing regions is capable of supporting a liighcr density 
of population. Now in the case of Hie non- vegetarian pojMilation 
of the rice-regions of the tropics the deficit ncy of a rice diet in 
protein is compensated by the consumption of fish whii h is found 
in abundance in the numerous rivers and stu ams of these regions. 
Hence the high yield of rice per acre svi implemented b\ the yitdd 
of the fishing industry is capable of maintaining a eompaii a lively 
large density of population. 

But apart from these general causes which ex})lain how the 
density of i)opulation varies directly as the im])ortunce of rice the 
combination of crops in the rice^growing regivms is such that the 
more valuable crops contiibute, to a greater extent, to their agri- 
cultural productivity. Firstly, it is interesting to observe the 
relative importance of the eastern and the central portions of the 
plain from this point of view. We have seen that the importance 
of barley varies directly as the importance of rice and that of luar 
varies directly as the importance of wheat. It appears from the 
table given above that the the combined index for rice and barley is 
55*51 in the case of the Indo-Gangetic plain. East, and only 87.8(i in 
the ca-se of the Indo-Gangetic plain, Central. But in the latter 
region wheat and Juar are more important ci:ops than in the former 


ti Carver, Principles of Rural Economics, p. 163, 
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regiaii and iiaturally the combined index for wheat and Juur is 
28*47 in the case of Indo-Qang’otic i)lain, Central, and only 111) * 
in the case of the Indo-Gangetic ])lain, l^iast. If wc take th(‘ rice- 
barley index together with the Wheat- Juar index the two regions 
obviously stand almost on the same level. Ibit it must be remem- 
bered that Juar is distinctly inferior to barley and, as already ex- 
plained, the fact that the importance of Juar in the eastern portion 
of the j)lain is small only shows that barley which is a more 
valuable and heavy-yielding crop is grown in preference to Juar. 
Hence although the index for hiar is high in the case of the 
Indo-Gangetic ])lain, Central, yet the im])ortance (if barhyv in the 
case of the Tndo-Gangeti(‘ plain, East, is of great significance. 
S(^cond]y, the contribution of sugarcane, a valuable commercial 
crop, to agricultural produc tivity is considerably larger in the Indo- 
Gangetic plain. East, than in the Indo-Gangetic ]>lain. Central; 
and although the latter region has an advaniage over the former in 
res])ect of cotton yet taking sugarcane and cotton together the 
balance of advantage is in favour of the former. Thirdly, maize, 
which together with barley constitutes the food grain of the people, 
ivs a more im})ortant crop in the Indo-Gangetic plain, East, than in 
the Indo-Gangetic plain, Central. Lastly, gram and Ikjra, the 
two inferior crops, make greater contributions to agricultural pro- 
ductivity in the case of the Indo-Gangetic ])lain, Central, thau in 
the case of the Indo-Gangetic plain, East. This is natural in view 
of the fact that gram whi<?h can be grown in heavy as well as 
light soils is substituted by other more valuable crops in the Indo- 
Gangetic plain, East, whereas the importance of Bayra is a distinct 
indication of the comparatively large extent of inferior soil in the 
Indo-Gangetic plain, Central, 

Now when w'e compare the eastern and the central portions of 
the plain with the ^vestern portion from the point of view of the 
choice of more valuable staples we find that the more valuable 
cereals contribute, to a smaller extent, to the agricTiltural produc- 
tivity of the western portion. The contribution of wheat to agiu- 
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( ultural prodiuitivity is greattr in the ease ot this region because, 
as already explained, the climatic tactoi;8 are favourahlo to wheat 
cultivation. It is also remarkable that the contribution of rice is 
insignificant when (ompared to what we find in the eastern and 
the central portion of the ])lain. But it will be observed that the 
impoi’tauce of Avheat in this region is not iniich gic^atei than its 
importance in the central pojtion of the plain; whereas rice makes 
a very substantial contribution to the agricultural prochictivity of 
the central portion. The im])ortance of barley, too, is greater in 
llie central ])orti<in of the plain tlian in the western poj tiou ; while 
luar is equally importunt in both. Thus, on the whole, the pre- 
dominance of rice and barley in the case of the central portion of 
the plain is significant and is balanced by the importance of u heat 
in the w^estern i)ortion only to a very small extent. In respect of 
sugarcane and cotton, the two commercial cuops, the Indo-Gangetio 
]»lain, West, is in a more advantageous position. But this does not 
seem to outweigh the advantage which the central and the eastern 
portions of the j)lai]i possess in regard to the important tropical 
ccM'eals. The jnc^dominaiu^e of maize and gram indicates only that 
the land devoted to these crops cannot be devoted to more valuable 
cj()])s like Juar, barley and wheat. Moreover, the predominance of 
Baijra, as alieady exj)lained, is merely an index of the extent of 
interior soil. As a (heap food-grain it is distinctly inferior to 
maize, barley or Jiiar and its importance iiuist be regarded as a sign 
of agricultural distress. 

A study of the problem of density from the point ot view of 
the choice and combination of crops will not be com})lete it we do 
not consider the reaction of the increase of population upon the 
utilisation of land. In the agricultural countries of the West, 
specially in America, the choice of croxxs has been modified by the 
increasing pressure of population uijon the soil and this ehange 
has manifested itself in certain well-defined tendencies. Prof. 
Carver says that The growing scarcity of land and the increasing 
supply of labour have brought about a certain amount pf sx^bstitu- 
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tion of heavy-yielding for light-yielding erops/’^2 Tliirs, there had 
been a decrease in the i>roj)ortion of land dev()te<l to small grains 
with the exception of two-row barley and oats because the produc- 
tion of small grains is unsuitable to interivsive farming. Li America 
there has been a. gradual shifting of ihe wheat belt owing to the 
fact that wheat, although an imi)ortant (omniercial crop, is a lighl- 
yielding crop suitable to the methods of extensive faiining. On 
the other hand, there is an iiicreasing tendency to devote the land 
to the production of not only forage cr(>|\s for dairy use such as 
hay, glasses and clove] but also heavy-yielding root-cro])s such as 
potatoes, sugar-beets, turui])s, stock-beets, etc., which yield, a 
high return per acre to a correspondingly high exjHmditiire of 
labour and eaiiital. Moreovei, there has also been an increase in 
the proportion of land devotinl to tiuck-farm produce such as 
beans, onions, lettuce, tomatoes and other garden ve^getaliles be- 
cause these are all heavy-yielding erojis. 

It is interesting to observe bow far the increasing luessure of 
population U|)on the -soil in the u])|)er (tangetic plain has produced 
this characteristic change in the direction of intensive subsistence 
farming by leading to a substitution of heavy-yielding or more 
valuable crops. In the easlern portion of the ])lain the nlo^st im- 
portant crop grown is rice whi(‘h is, yinc c.ccc//cncc, a heavy-yielding 
crop. It is natural, therefore, to exited that whei*ever possible 
there should be an iniu-ease in the area under rice. CuHi- 
vation has extended in ibis region by the leclamatiori 
of swamps and usar lands. These reclaimed lands have been 
devoted mostly to transplanted rice. Moreover, the statistics 
of cultivation also show an increase in the area under early 
rice which is highly significant. Where the Kharif is harvested at 
an early date it is always an easy matter to sow a second crop in 
good time. Hence intensive cultivation of land by nieaii« of 
double-cropping is possible in the case of land which is devoted to 


Carver, Principles of Rural Economics, p. 158 . 
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u Kharif crop like early rice. Thus early rice is not cnly a heavy - 
yielding crop itself but it also indirectly contributetS to agricultural 
productivity by making (louble-cropj)ing* possible; and it is but 
natural ibat early rice should b(» substituted for othei light-yielding 
crops. The development of the ]>ractice of double-cropping as a 
result of the increasijig ])ressure of };opulation upon the land has 
naturally led to an increase in the area under the clieaper varieties 
ol Kabi giains. Thus, the area under gram and ])eas shows a re- 
markable increase in all the districts situated in the eastern portion 
of the plain. In Jaunpui;, for example, the area under gram was 
four times as large in 19(XH as in 1841 and that under peas increas- 
ed from 25,000 acres to 81,373 acres or 21*58 per cent of the total 
cultivated area l)etween 1841 and 1908. In lleiiares the area under 
peas increased from 18,418 acres in 1878 to 50,476 acres in 1908. 
Peas ripen early and the stalks are used for fodder. Ilenc’e it is 
natural that peas should constitute an extremely poj)ulai: stajde in 
the wdiole of this region. Another remarkable feature is the rapid 
development of the cultivation of maize. In Jaunpiir, for ('xample, 
the area under maize increased from 57,000 acres in 189*9 to 83,500 
acres in 1906. It is a valuable crop and by reason of its early 
maturity tends to increase the agricultural security of a district. 
.Moreover, it provides tin*' cultivator with sufficient food till 
December and thus enables him to sell most of the Bahi crops. 
It is also significant that there has been, a large incr ease in the 
area under barley the most important heavy-yielding crop in the 
Bahi harvest. In the eastern portion of the jdain wheat requires 
a better soil, more manure and preparation, and more enreful atten- 
tion than barley. Moreover, it is susceptible to rust in the damp 
weather. On the other hand, the outturn of barley on average 
land has been estimated to be about 25 maunds per acre and that 
of wheat to be one-fifth less. Barley has, moreover, been adopted 
universally as an article of food and to the cultivator who* keeps as 
much food-grain as he can for his personal consumption while he 
raises none for cash payments from other commercial crops u larger 
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outturn is a more important consideration. Hence it is natural 
to expect that as a result ot the increasing pressure of population 
upon the soil barley should substitute wheat, Juar and other 
light-yielding crops. It is also to be noted that this tendency to 
grow as much of heavy-yielding food-crops as possible is indicated 
by the decrease in the area under sugarcane the important coni- 
inercial crop of this region. In (xazipur the area under sugarcane 
diminished from d(>,19() acres in 1879 to 2b, 500 acres in J908. in 
Benares the area under this crop decreased from 41,223 acretS in 
1840 to 20,077 acres in 1908. In daimpur this area decreased Irom 
81,430 acres in 1841 to 40,022 ac res in 1908. This decrease is due 
no doubt to the relative rise in tlie price of agricultural iiroduce 
and the comiietition of l>eet and other imported sugar. But it 
must be remembered tliat the liractice of double-cropiung which 
has develoi)ed a great dcnil as a levsiilt of the increasing pressure of 
population ui)on the soil has also aiVected the area under this crop. 
This crop remains on the huid for the greater part of the year and 
is not I'eaijed till Spring. Moreover, it require-s long fallowing 
and a good deal of expenditure and the attendant risks also are, 
by no means, small. Hence it is natural that the cultivatoi; now 
prefers to grow maize or rice instead of sugarciane and then to 
sow a Kabi crop on the same field Uiiis obviating the necessity 
of long fallowing. In this way he makes a more intensive use of 
his land which is necessary in view of the increasing pressure of 
population upon the soil. 

The same fundamental tendencies can be discovered in the 
process of agritult viral development in the central portion of the 
plain. Thus, in almost all the districts of (>udh which forms the 
upper portion of this region we find a remarkable increase in the 
area under rice. In Partabgaxh, for example, th© area under rice 
vt’^as 60,706 acres, nearly one-third of the area under the Kharif 
harvest in 1803. By 1893 the area had more than doubled itself 
and since that year there has been a further increase. In vSultan- 
pur the area under rice was only 133,000 acres in IHfnt but by 
P. 0 
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1893 the area had increased by 100 per cent. In Fyzabad the area 
under rice increased fiom 107,500 acres in 1865 to 269,315 acres in 
19»()4. In Itarabanki the area under ric^ increased from 27 per cent 
of the total cultivated area in 1866 to 48 08 per cent of the total 
cultivated area in l9iH. This increase has taken xdace by the 
extension of cultivation to the i)oorer lands which are only capable 
of bearing a single crop of rice, as in the Indo-Gnngetic plain, h’ast. 
In this region, too, double-cro|)ping* in the rice-lands ha® become 
more and more extensive and there has been a very large corres- 
jHinding* increase in the area under gram and peas, the cheaj)er 
varieties of Kahi grains which are grown on rice-lands in winter. 
In Fy/ribad, for exarni)]e, the ar(‘a under th(*se crox)8 has increased 
by 250 i)er cent and now covers 47 per (ent of the area under the 
Rabi harvest. Then again, as in the eastern portion of the 
plain, there has been an iruuease in tbe area under maize. In 
some of the districts, in Uarabanki, for example, this increase is 
due to the substitution of maize for J luir wliicdi is an inferior crop. 
But where this 1ms not been jmssible Jxiar lias maintained its 
importance us a (dieaj) food of the poor and the area under the 
cr])o ha:*; increased with the increasing j)ressnie of xiopulation upon 
the soil. Moieover, there has been an increase also in t lie area under 
Kodon and Mandua, two other cheaper food-grains. As already 
jiointed out tiefore, the climatic* ('onditions in this region are not 
uniavourable to the cultivation of wheat and hence its importance 
is greater than that of barley. It is natural, therefore, that the 
aiea under wheat should have in(‘i-eased since the middle of the 
nineteenth century. But what is more significant is that formerly 
wheat was mostly mixed with either gram or barley ; but the 
in{‘reasing iiressure of jiox^ulatioii has led to the substitution of pure 
wheat for mixed wheat which has always a lighter yield. In 
liucdcnow, for example, the areas under pure wheat and mixed 
wheat were 64,(X)0 acres and 24,500 acres respectively in 1893; 
but ill 1903 it was found that the fonner had increased but the 
latter had remained the same. Lastly, the area under sugarcane 
has dimiiHshed, as in the eastern portion of the plain, for the 
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reasoiiB exiilained above. It is likely ihat it has l)een suhatituted 
by other heavy-yielding' or more remunerative crops and it is 
interesting, in this connection, to note that there has been an 
increase in the area iindei' cotton which has recently become a more 
important commercial (‘rop than sugarcane. 

In the lower jioiiion of the Central Gangetic jvlain we find 
similar tendencies of agricultural develoi>ment. The areas under 
tlie Kharif grains such as *1 uar, Rajra and rice have increased 
])a]'ily as a result of tbe extension of (uiltivation and partly at the 
expense of sugai'cane and cotton.^ In Patehpur, for example, 
tlie area umler Jiiar increased from 72,991 acres at tl»e time of 
the first settlement to 11 0,91 (} acres in 1915. The area under llajra 
increased from 22,072 acres to 50,085 acres within the same period. 
In l'atfdii)iir the aiea under rice has not increased l)ut there has 
lieen an increase in the area under wheat as a lesult of the develop- 
ment of caiJid iriigatioM in the rlinnna tracts. In Allahabad, on 
the other hand, the aiea under ri(‘e has increased but that under 
wheat has maintained itself. But it must lie noted that the 
iniportanc'c of wheat in Ibis region is small as compared with that 
of othei' crops. It is also reniarkahle that pure wheat has 
supplanted mixed wlnad in this region also. Thus, in Fatehpur 
(he aiea under pure wheat, has increased from 08,210 acres at the 
time of the first settlement to 45,707 acres in 1915. The most 
important crop in the llabi harvest is, however, barley whhdi is 
mixed with gram or peas. The areas under all these crops have 
increased remarkably. The increase in the area under gram and 
peas is obviously due to the devclopmeni of the system of double- 
cropping; while the increase in the area under barley has been due 
to the fact that wheat cannot he grown under favourahle conditions 
in this region and barley serves as the food-grain of the people. 
It is also significant that the areas under cotton and sug'arcane 


It is probable that this is a sign of more intensive subsistence 
farming necessitated by the increasing pressure of population upon 
the soil. 
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haTe (limiiiislied and tlieBe crops hav^e been substituted by heavy- 
y i ekli n i;? food-crops. 

Ill the Indo-Gan|»:eti(* plain, West, the increasing pressure of 
])opulatiou has also been acc ompanied by an iiKU'easing* importance 
of eitlier heavy-yielding food-crops or valualde commercial crops 
or i)oth. This region is predominantly a wheat-growing region 
and the (h'velopment of (*anal irrigation has led to an enormous 
increase of wheat cultivation in almost all the districts belonging 
to this region. In Meerut, for example, the area under juire wheat 
inc* reused from 370, (X)0 acres in 18G0 to H37,5(K) acres in 1904; 
whereas thc' ai'ea under mixed wheat also increased from 70,000 
acues to 120,650 acres within the same iieriod. In liiilandshahr, 
whicdi is another district of the upper Doab, the area under pure 
wheat did not increase in the same period but there has been a 
maiked increase in the area under wdxeat mixed with barley and 
gi*am and this is a sign of intensive farming because this iiicreaBe 
has been at the expense of pure barley which is c‘ertuinly inferior 
to wheat. Lower down the Doab region, in the district of Etah, 
for examjile, there has been also a very large increase in the area 
under wheat, because canal irrigation has opened up the prec‘arious 
tracds and Ihe wei cycde of 4885-89 also gave an impetus to the 
increase of wheat cultivation. JUit it is remarkable that, us in 
the eastern and the central portions of the plain, the increasing 
piessure of population upon the soil has led to the increasing 
cultivation of the cheaper varieties of Kabi grains by more and 
more extensive cloiible-cro])pijig so alscx in this region the tendency 
has been towards the inci'easing cultivation of the cheaper varieties 
of Kharif grains by the same process. We find in this region an 
enormous increase in the area under wheat mixed with l)arley, gram 
or peas. JVow wheat alone is almost invariably sown after a 
tallow ; while a mixed crop, at least in a good irrigated land, is 
a sure sign of double-cropping. Hence this increase in the area 
under mixed wheat is significant of the tendency to increased 
(‘uliivution of the cheaper heavy-yielding Kharif grains like uiaiase, 
rice and other staples which early attain maturity and enable the 
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eviltivators to sow a second croj) of mixed wheat in ihe same season. 
Rice, as we have seen, is an unimportant crox) in this regnon. But 
its (cultivation has iiucreased wherever and whenever the natural 
(Conditions are favourable.'^^ There has also been a r(*markal)le 
increase in the area under maize as it is ihe most profitable of 
un irrigated crops and is very little affected hy the early cessation 
of rain. In Meerut, for example, the area under maize increased 
from 4(),B80 acres to 121), 501) a(‘res between IHtiO and 1902. In 
Bulandsliahr tlie area under maize increased from one-third of the 
Kbarif area to one- fourth in roughly the same ])eriod. In Etah 
the irrea under maize was five times as large in 1911 as it was at 
the end of the last century. Another remarkable tendency is the 
increase in the area under fluar. This increase has taken ]jlace 
at the expense of ihe area under Ibajra which is a distinctly 
inferior cjop. Now, although Juar is a more I'emunerative crop 
yet it is more delicate and rcHpiires better irrigation or else a better 
soil. But the development of canal irrigation has made it possible 
to grow Juar in sandy soils where Bajra was formerly grown. The 
area under barley has diminished owing to the increasing substitu- 
tion of wheat for barley. Where irrigation is availalde it is no 
good sowing a less (iX])ensive cr<»]) than wheat and where unirrigaled 
wheat can he grown it is also a bad policy to sow liarley. lienee 
the (‘ultivation of pure barbw has diminished a great deal in all 
the districts of this region. In Meerut, for example, the area 
undei* barley diminished from 58,800 acres to 40,500 acres between 
i8()0 and 1902. In Bulandsliahr this area shows a decrease of 
70,000 acres since 1882. In Moradubad the cultivation of barley 
is now confined to the arid Bliur tra(‘ts which cannot hear any 
other better croj). But the most remarkable tendency in this 
region is the increase in the area under sugarcane and cotton, the 


In Et*ah, for example, the area under rice in 1911 was one and 
half times as large as it was in 1873. In Meerut, again, the 
area under rice increased from 17,000 acres in 1860 to 35,000 acres in 
1895 as a result of the wet cycle, 
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two valuable comiiiercial crops, as a result of the development of 
canal irrigation. In Meerut the urea under sugarcane increased 
froin 78,643 acres in 1860 to 115,411 acres in 1902. In IJuland- 
shahr the area under sugarcane increased from 10,492 acres in 
1882 to 88,655 acres in 190215 There has also been an enormous in- 
crease in the area under cotton. This increase is due partly to the 
unreinunerutive character of suga-rcane (‘ultivation. The increasing 
cultivation of cotton is significant not merely hecause it has become 
a more rejnnneral ive eiop but also because it has increased the agri- 
(ultural security of this region. Cottou is less affected hy drought 
than any other crop and is, therefore, a source of agricultural stal>i- 
lity. Thus during the famine year of 191.8-14 stress was laid by the 
district agricultural officers of Agra and Muttra on the fact That 
one of the i)riucix)al causes that so little signs of distress were 
shown in these two districts in sjjite of the failure of food-ci’ops 
on un irrigated land was the comparative excellence of cotton. 

It is, therefore, a sign of agricultural progress that the area under 
cotton has been increasing in recent times in districts which are 
outside the regular cotton-growing area. 


15 The area has gone on increasing. In 1925 the area was (52, 189 
iicres idmost all of which was irrigated. 

*15 Crop and Seasc^n Report of the United Provinces (1913-14), p, 4. 



OPTIMUM TAXABILITY 


BY 

D. Ghosh, 

The ( iiirefsify^ lioinhaif. 

I 

Thu o})je(‘t of this iirtiele is to exaiiiliiu the eoncept of taxable 
(‘apato’ty and to suggest another in i's place whieh seems more 
sa tisf actor V. 

“ Taxable (^apaeity has been used to iiujdy three ditfeient 
i h ings : — 

{<i) alLsolute taxable capacity, 

(b) the relative coutributive capatdty of two or more natimis 
to some common expenditure, and 
(r) comparative tax burdens in different countries. 

VVe aie concerned only with the first. 

Stamp in liis “ Wealth and Taxable (hipaidty ” attempts a 
first approach which consists in finding out the difference between 
the aiinual national income and the aggregate mininiuni of sub- 
sistence of the people. He then suggests certain other factors 
which should be taken into account. 

Findlay Shirras in a paper read before the Royal Statistical 
Society (Statistical Journal, 1925) defined Taxable ('apacity as “ the 
total surplus of production over the minimum of (‘onsumption re- 
cpiired to produce that volume of production, the standard of living 
remaining unchanged.’^ (The rest of the paper has very little to 
do with the analysis of this definition and is devoted to a study of 
the ('omparative burdens of taxation in different countriee or rather 
the ratio between income and amount of tax per head in them.) 

m 
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8tamx)^s first a|)proac'li helxjs the economist very little. The 
aggregate mininuim of sxibsistenee is a physiological limit and is 
certainly below the economic* minimum, i.e., the level, a reduction 
of in(‘ome below which is accompanied by loss of productive i*apa- 
(*iiy. Only over shori. X)eriods and during times of extreme national 
emergency, e.g., wars, are we concerned with the minimum of 
.snbsistence. Taxable ca|)a(‘ity, as it concerns the economist, may 
be far smaller than the quantity suggested by Stamp’s definition. 

I'he other* factors suggested by Stanip^ do not lake us any 
nearer tlie concex>t. In fact it is hard to relate tliem logically to 
the first approach. Having found the dificren(‘e between the 
annual national income and the aggTegate minimum of siihsistence, 
how are we to modify it from the iroint of view of inequalily in the 
distrihiition of wealth arid itn'ornes, the way of raising tax money, 
etc.? These factors iiuleed suggest that Stamp had at the back of 
his mind some niinimrnn otlun* than the physiologi(*al minimum of 
subsistence. Hut they do not lead vis beyond the first appi‘oa(*h. 

Shirras’s definition seems at first an improvement uirori vStanrir’s. 
Idu* iniiiiimnn of consumption which he had in view is an econo- 
mic minimum in the sense that it is necessary to the maintenance 
of the total national juoduction. 

There is a second irart of Shirras’s definition. According to 
him not only the total national jiroduction but also the existing 
standard of living of the peojde should be nuiintained. The reason 
for* the seirarate emphasis iijam the minirmiin of consumption and 
the standard of living does not seem clear. The standard of living 
either is, or is not the same as the minimum of consumption. If 
the two are different, as is usually the case, taxable capacity is the 
ditf'erence Iretween total national production and the higher of the 
two. In most comm unities the standard of living is higher than 
t he minim inn of cousumirtion and hence we may define taxable 
capardty as the ditf'erence betw^een total national production and 
the «aggregate standard of living of the people of the country. 

1 Wealth and Taxable Caxracity, p. 118. 
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TiliiH definitif)!! is open to several objeetioiis: 

{a) In tlie first place, it assnines the standard of living* of 
any particular year, e.g*., 1914, as the standard which rnnst Ik> 
maintained. But there is lu) ecouomi(* sanctity atia<diing to ihe 
particular standard of living. Tlie long* period economi(‘ inleresls 
of the peo]>le may requiie a reduction in its existing standard of 
living, i.e., a lower- standard of living may be necessary at present 
in orchvr to ensure a better avirage standard over a long period or 
ih(‘ sann‘ average over a longer period than earn Ire realised if the 
(existing standard is sought to b(‘ maintained. Kitlier the standard 
(»f living of the whole population may have to be lowered and its 
standard of sax'ing laised, or- the standard of living oi a ])artieular 
s(M*t i(»n, e.g., wage-(‘ai iiers may rrHpiire eulting down in order- t() 
faelUtaie (he adjustment of tlndi- ineome level to tlie ('onditions 
()1 industry- The state ns rejUHxsen ti ng the pei-mauent interests of 
the (‘ommiinity is intimately (suieer-ned with (his (piestiou. 

(/>) In the second place, what Sliiiras seeks to maintain ivS the 
standai'd of private ex]>endltvu-e and not the standai'd ot living of 
the prarple. In practice tlie two may not be far ajiart. But in 
tlH‘ory they are different; for (he leal standard of living of a com- 
munity depends not only on its private (*xpenditnre but also on its 
public expenditure, and there is no justification in theory tor Ihe 
nmintenance of the standard of juivate cxjienditnre as against ihe 
scale of public expenditure. In fa(*t the increasing im])i)itiin(‘e of 
public expenditure of an economic* nature (*al]s for a dilfereni way 
of measuring (be standard of living of a people from (lie old one 
of adding up items of exirenditurc in private budgets. 

The redistribution of a community’s income by taxation and 
public expenditure, ai>ai*t ITom the reactions to collei*tion and dis- 
tribution ot tax money, atYects the community’s real standard of 
living mainly in two ways. 

(/) The standard of all classes may be aflecfed. A portion 
of the communities’ income wliicb might have fieen 
saved and invested, i.e., spent in eajiital goods to jno- 

F. 7 
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vide for increase oi income in future, may be taken 
away by taxation and invested in the provision of 
immediately consumable things or conversely. 

(w) It may alfect the standard of living of one class relative- 
ly to tliat of another, and this either diiectly, where a 
portion ot one classes income is transferred and added 
to the income of another class, and/or indirectly, where 
government exi)enditure (*ompetes more with the pri- 
vate expenditure of one class than of another. 

The “Staiulaid of living’’ cannot, therefore, suj)ply us with 
an invariable criterion in theory by which one can define the tax- 
able capaeity of a iiafioii. There is no one standard of living, 
or rathei', standard of piivaie exjjenditure, which has in theory 
any specdal sanctity, and even if there is one, it is likely to be 
(onstantly modified by taxation and pul)lic expenditure. 

The standard ot living method of measuring taxable (;aij)a.city 
is a relic of the influence of individnulistie i)hilosoi)hy on ])ublic 
hiiance. The idt^a was that the slate should take away as little as 
possible from private pockets and thus cause the minimum of 
disturbanci’. to the distrilnitioii of private income and expenditure. 
The modei’u state has, however, come to X)lay an important role lu 
tln^ economic life of its <*iti/.ens, or rather, the importam e of sucii 
role is now well rei'ognised. Hence onr approach to problems of 
public linance must also be modified in lecognition of this change. 

II 

In discussing any x)roblem of public finance the economist's 
sole standard of guidance is its relation to the economic welfare 
of the community. Where, as in public finance, the problem is 
studied from the point of view of the community as a whole, the 
best method of j)roceeding is first to assume the community as a 
unifury organisation where the civic, sense is so highly developed 
that an addition to the welfare of any of its parts W'ould l)e regard- 
ed by its members as a cent per c^ent addition to the welfare of 
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iLe whole, and then to iiuike iillowance for (‘oiidiliotis in the aeiual 
worfd according* to <he iniensiiy and ])ervasiveness of this civic 
sense in different coininunities. 

These assunipiions underlie our discussion of the Jiew concept 
of the ()i)tiiiniin iaxahillty of a naiion. We inig'ht define it as 
indicaled hy the amount of lax-money Uie raising* and spending of 
which in ilie best ways possible maximises the economic welfare of 
the (‘ommunity. 

On analysis, this definition is seen to contain tlu'ee variables, 
{(i) the amount of tax-money, 

(h) the way of raising it, and 
(c) the way of spending it. 

Given the amount of lax-money Ai in consideration, tliere may be a 
number of ways T,, T' 1 , Ti ", in wliich it can bo raised in a given 
community. 

To each way, e.g., Ti of raising the sum again, there may be 
appro|)riate several ways, o.g., E,, Ei Ei-, .... of spending it. 

For the sum Ai, therefore, there may be several combinations Of 
I ho way Ti of raising it with the ways Ej, Ei a? E, s of spending it 

Of these combinations one say Ti Bi^(or more) may be the best, 

i.o., given the amount A I , if it is raised in way 'lb, the greatest 
addition to economic welfare or the least doduotioii from it would 
result if the sum is spent in wayEi ^ 

Similarly there may be best combinations for the other ways 
T'i, l\", Ti"' ... of raising the sum A, with (heir appropriate 
ways of spending it. 

Then there would be one (or more) of these best combinations 
which would be the ideal combination for the, sum Ai of tax-money, 
i. e., the best of all the best combinations for Ai, 

Next there are similar ideal combinations of the ways of 
raising and spending for other and different amounts of tax-money 

) A.3 j A4 . (. , 
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Finally, there is an amount An the ideal oonibination for 
which is also the best of all ideal combinations for all amounts. 
This represents the optimum taxability of a nation. 

Given the psychology of a people its optimum taxability N\ould 
vary with, 

{//) the size of its national income — absolutdy, though not 
necessaiily in i)r(>portion to the national income — , 

(//) the evenness or otherwise of the distribution of private 
jiicomes, and 

(c) the distribution of total nalionul income between private 
and public exireaditure, i.e., even if private iuoomes 
were al>solutely equal, there w'ouhl still be a case for 
taxation in order to secure expenditure in ways which 
may be desirable for the commuuiiy as a w^hole and 
yet not attractive enough for private individuals. 

In the actual w^orld tuni-ecoti(>nilc factors influence the raising 
and Bpencliiig of tax-money. That is to say, tliere are non-cconomic 
limits to the ways of raising and spending any sum of tax-mouey. 
These limits may operate to rule out the eeonomi(‘.alIy best w^ays of 
raising and spending tax-money, and lieii(‘e the hevst ct)mbi nations 
of siudi ways and hence, lastly, the amount W'hich may be indica- 
tive of a nation's optimum taxahilitv. That is, the optimum tax- 
ahility of a nation taking into coiisideiation ilie various non-eeono- 
mic factors that affect })uhlic finance is ditferent from and also less 
than its optimum taxahilitv in theory. 

This is the central concept in the theory of public finance. In 
fact the whole theory of public finance is only an analysis of this 
(*oncept into its minor concepts. 

The com ept shows the intimate relation which exists between 
the two luanches of public finance, viz., taxation and public expendi- 
ture. The two (*an indeed to a certain extent be treated separately; 
for there aie certain general principles which govern the ways of 
raising and of spending tax-money respectively. But no final 
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jiulgiiient can be passed upon any large iteiu oi pul die revenue 
and public expenditure until it is viewed in relation to the general 
scheme of public* finance. 

Ill that general scheme public expenditure occupies as 
important a place as taxation. There are different competitive ways 
of spending lax-money. ^J'hese ways vary according as the amounts 
of tax-money and the ways of raising* them vaiy. Then there are 
different I'eactions on the part of the community to different 
amounts and ways of spending public money. A comprehensive 
treatise on jmldic finance would include a study of these reactions 
as much as it does the effects of different schemes of iaxation. 




A STUDY OF SOME VITAL PROBLEMS RELATING 
TO THE WORKING CLASS POPULATION 
OF BOMBAY 


BY 

S. R. Deshpande, 

G. S. Ghukye, I*h.l). (Cantab.), 

llcdtlwr in. Snciolo////^ (Jnircr.ut.j/ of Hojiihii.y 

AND 

Ijiho'NT JJoniJfifjj , 

In the year the Buinhay Lalxjur (.)Hice, in collahoration 

with the Young Women 's Christian Association, contl acted an 
eiKiuiry into infant mortality among' working-class persons in Jioin- 
hay City. Cor this ])urj:>ose a schedule was prepared which is sub- 
joined as Ap])endix A. 2,338 such sc/hedules were collected out of 
which 2,053 wme accepted for tabulation, and a report thereon was 
imblished in the flan nary 1931 issue of the Bombay jAiboar 
(Bizetto. An examination of the report showed that certain data 
had been collected in the course of the enquii'y which, although 
not strictly relevant io the purpose the Labour Uilice had in view, 
were nevertheless valuable for a study of some vital problems relat- 
ing to the working-classes of Bombay City. The Director of In- 
formation and Ijabour Intelligence was, therefore, aiq)roa(died l)y 
the writers of this paper with a reipiest to permit them to extrai'f 
from the schedules the data in which they were interested. The 
Dii ^ector readily complied with this request and the writers are very 
grateful to him for his eom.plian(‘e. 

Before proceeding wuth the examination of the results obtained, 
it would l)e desirable to s])ecify I lie class of ])ersons to whom the 
figures relate. 
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The Lahoiir force iu Bombay is composed mainly of agrieul- 
luristvS hailiii|>* from (he Kotikaiii.i Ali hough working in ihe city, 
they usually do not lose complete touch with the villages to which 
they belong and it is not unusual for them to visit their homes at 
least once if not more often during the course of a single year. 
Speukiiig generally, they cannot be regarded as living in greai 
comfort, because^, as published statistic^s^ on the subject show, the 
average family income ]>er month comes to a little over Ks. 50 and 
07 per cent of the famili<'s live in one-room tenements^ which are 
generally dark and ill-ventilated. As a (‘lass they are illiterate, 
ignorant and superstitious and do not readily take to new ideas. 
I'ht^y are proverbially in debt ajid the so(rial and intellei t ual ameni- 
ties wdiich they can enjoy are limited in number. The woiking 
wives and mothers are in this resi)ect worse oh than th(‘ males. 
For, in addition to doing domestic work they have to spend eight to 
teji flours in a factory. 

In the follow ing iiai'agraphs an aftemjit is made to analyse and 
discuss 

(1) Idle age of mother at birth of first (*hll(l, 

( 2 ) The age of mother at birth of last (diild in cases oi 

married women of ages fif) and idiove, 

(d) The intervals elapsing between (‘onseciitive births, and 
(4) The average fertility per marriage. 


Age Distribution. 

An idea of the age distribution of the waimen considered for 
the present study w^ill be helpful to the proper undervstanding of 
the problems discussed below. The following table gives the age 
distribiit ion of 2,2911 women whose ages were recorded in the 
schedules. 

1 Bombay Labour Gfvzette, Vol. IX, p. 458. 

2 Working class budgets, Bombay, Report of the Bombay Labour 
Office, pp. 10, 2:t A subsecpient inquiry by the Bombay Labour Office 
shows that 73 pcfr cent of the families live in one roomed ieneinents. 
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Tabjle 1. 


Age-group. 

Number of cases. 

Percentage to 
total. 

15—20 

598 

26 

21-25 

547 

23-8 

26-30 

525 1 

22-8 


259 

113 

8()--4() 

23.5 ! 

1 

10-2 

41 45 

i 

< i i 

3'4 

Above 45 ’ 1 

58 

1 

2-5 

i 

:i,2'y0 j 

1 

io6W~ 


A ( ‘ 0)111 pari. SOI I cif tliese iig’iires with those for the whole popula- 
tion obtained at the 1921 (Vnsus of Oombay ('ity shows that there 
is a prepoiideranee, in the sample considered, of women under 35. 
This is natural in view of the fact tliat the class of the community 
considei’ed migrate to the towns for work between the ages of IS — 25 
and return permanently to their homes in tln^ villages faiidy early, 
either due to illness, incapaodty or exhaustion or because tliey have 
accumulated some money. 

The Age of Mother at Birth of First Child. 

In 1()()7 schedules <lata for aS4*ertaining the age of tlie moiiier 
at the birth of her first child were available. It is seen that the 

average age of the mother at the birth of hei* first child is 18 5. 

ThivS figure would appear to be much higher tliaii is generally 

believed, especially in view of the prevalence of the system of early 

marriage in the class of the community to whiidi this sainph* relates, 
lint it may lie jiointed out here that although marriage takes place 

3 The highest age i*ecorded was GO. 

F. 8 
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at a very early age, Hoinetimes even in the cradle, owing to the 
prevalence of certain social custoins and religious rites, it does not 
become effective till some time after puberty. This is especially 
so in the case of the working classes other than the so-cailled 
Depressed (da sees. The first birth considered here includes also the 
still-birth although it excludes miscarriages which were not record- 
ed in the schedules. The figure 18 5 appears somewhat reassuring 
in so far as it tends to show that early maternity which necessarily 
means an early strain on the mother’s health is not so rampant 
as is generally thought. 

The following table gives the frequeimy distribution of the 
age of mother at birth of first child. 

Tab^e 2^ — Frfjqxtency Table showing the age of moi iteb 

AT BIRTH OF FIRST CHILD. 


1 

Age of mother 

i 

No. of oases 

Percentage to total 

1 

9-13 

. 82 

4 9 

14—18 

856 

51-3 

19—23 

591 

35-5 

24-28 

124 

7 -5 

Above 28 

14 

0'8 

1 

1 

1667 

1 100 00 

1 


(Average age of motJver at birth of first child comes to 18-5) 


So far as is known, no figures are available indicating the age 
of Indian women at which reproduction ceases. It is generally 
betlieved that menopause is reached at the age of about 45. Such 
expert opinion as is available on the subject, however, indicates 
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that reproductive capacity ot Indian women is exhausted much 
earlier than menopause.'* 

In order to see how far this conclusion is borne out by the 
figures collected by the Labour Office, an attempt is made to analyse 
the data relating to married women of ages 35 and above. The 
numbei* of schedules which contained such data was 256, and tlie 
following table presents the data contained therein : 


Table 3 — A(xE ok motiiek. at niiiTii ok JjASt ciiild. 


Age of woman in 1930 

No. of cases 

Average age at birth of 
last child 

35 

79 

29-5 

36 

16 

31-9 

37 

10 

29'3 

38 

30 

32-2 

39 

5 

340 

4() 

40 

SO-3 

41 

1 

36'0 

42 

11 

332 

43 

2 

20-5 

44 

5 

! 34-8 

45 

17 

28'3 

40 i 

2 

28 5 

47 

4 

288 

48 

5 

26 '2 

49 

5 

26-2 

50 

5 

310 

52 

3 

317 

55 

8 

27 '6 

57 

2 

25‘5 


256 



(Average age at birth of child for all cases comes to 28‘3.) 


The last child considered in the above table is the one record- 
ed in the schedule up to the time of the enquiry and includes still- 
births. It is possible that in the cases of certain women included 
in the table reproductive capacity may not have come to an end. 

4 “ Thus in cases of married women, aged 35 and upwards, the 
families are complete.” Census of India, 1921, Travancore Report, 
p. 64. 
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But wliiit the above table purports to bring out is the average 
period which has elapsed between the date of the birth of the last 
(hild and the date of the eiujuirv in the cases of married women 
of ages 35 and above. Thi»s in itself will not give any conclusive 
proof of the age at which reproduction ceases, but considered in 
the light of the table of intervals l)etween successive births which 
follows, it will considerably Ijelp to give a fair indication. 

d’Aiu.i: 4 — Imekvaus in ykaks between coNSErcxiVE mitrii. 


Number of cases between Rtated l)irthB. 


No. 

of 

years. 

lGii<S^2Tul 

i 

2n(l&8rd iSrd &4th 

1 ! 

E.’ 

6fch &6th 

6th&7th 

7fcb&8bh 

'I’otial 

1 

67 

46 

27 

16 

If; 

5 

! 8 

178 

2 

376 

263 

192 

122 

1)6 

46 

27 

1092 

B 

271 

1T5 

in 

63 

43 

22 

16 

i 701 

4 

130 

71 

46 

26 

9 

i 


297 

n 

69 


12 

7 

3 

... 


116 

B 

35 

16 

9 

4 


1 

i 


64 

7 

16 

1 

8 

5 ! 

1 

1 

1 


Bl 

8 

n 

4 


1 


j 


12 

9 

6 

4 

2 


1 



12 

10 j 

1 

5 



j 




5 

Over 10 


4 

1 


1 

... 1 

... 


11 

Total 

996 

616 

404 1 

240 

IBS j 

1 

80 

46 

2,619 


it will l)e seen fiom the above table that a very large majority 
(or more than 71 per cent) of the cases record an interval of between 
two and three years, the general average being 2*8 years. 

If we consider the ages in Table 3 in which data have been 
recorded for ten or more women it is seen that the age at the birth 
of last child varies from 2-8*3 to 33*2 . These cases relate to ages 
right up to 45, an age at which it is generally believed that 
menopause is reached. Thus the shortest period elapsing between 
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ilu birth of the last child aiul the date of the enquiry is 41 years 
iuul the longest is 17 7 years. Taking the cases of ages db to 38 
in the table, which ac(‘Ount for nearly 53 per cent of the total, it 
is seen that the interval is 55, 41, 77, 5 8, respectively. These 
intervals me considerably larger than the average interval (2-8) 
between two (‘onsecnit ive ])irths to which leference has already 
Ix'en made. This fact suggests tliat in the cases of women of ages 
35 and above either reproductive capacity bus come to an end or 
lias considerably slackened. 

Fertility. 

With a view to asc'ertaining the total fertility of married 
women of ages 35 and above, 256 schedules (containing the necessary 
(lata w(U’e separately tal)nlat(ul. The results show that the average 
ferlility per woman is 4-4. This figure, (‘onsidered in the light of 
the ])?evi()iis discussion, would ajijiear to show that the cases 
considered here were cases of com|)leted marriages. 

Wv have' already seen that the* age of the woman at the birth 
of the first child is 18o; we have seen further that the average 
interval between consecutive bii'ths is 2-8. On the basis of these 
tigures a woman at the age ot 35 should have at least six children. 
Hilt even when we consider married women of ages 35 and aliove 
(exttmd ing iij) to 60), the fertility figure we arrive* at is only 4-4. 
It Would thus ap])ear that reproductive caiiaeity (oines to an end 
very much earlier than at 35 and prohably ceases at the age 
indicated in Table No. 3. 

Conclusion. 

The following conclusions a])pear to follow from the above 
analysis : 

(a) That the age of the woman at the birth of her first child, 
whi(*h is 18-5, is fairly higdi considering the prevailing system of 
early marriage in (he country, and vshows that early marriage does 
not necessarily mean early maternity (assuming that miscarriages 
have not preceded the first birth). Medical opinion suggests that 
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the most suitable ag*e at the birth of the first child is about" 20, 
and it aj^pears, therefore, that the Bombay working’ classes are very 
near this ideal. 

(b) The interval between two consecutive births is 2 8 years, 
which, it will be observed, thoug’h not suffi(‘ieiitly long, is long 
enough to avoid an undue strain on tlie mother. This fairly long 
interval, it may be noted, is to be found among a class of people 
who are ignorant of artificial means of birth control. 

(c) That the reproductive capacity comes to an end at or about 
the age of 3() — a unique but alarming fact. What the reasons of 
this early exhaustion nuiy be it would be for the medical profession 
to enquire into. But perhai)8 it would not be urueasonable to 
infer that this has something to do with the lower long’evity of 
our people. 

(d) Idle average fertility per marriage — whi(‘h for all iiractical 
purposes can be regarded us a completed marriage — crimes to 44. 
Dr. Whethan, in his ‘ Family and the Nation ' has stated that 
under English conditions of marriage and mortality at least four 
(‘hildren per marriage are necessary to maintain the population.**^ 
The mortality rate in Bomlwiy Fity being appreciably higher than in 
England it is clear that at least vso far as the Bombay working 
(lasses are (‘oncerned, the addition made l)y them to the population 
may very likely not be adequate to maintain their numbers. The 
oft-repeated cry of the necessity of birth control for the working 
(lasses, therefore, becomes meaningless at least so tar as the 
Bombay working classes are concerned, unless it is desired that 
even the existing numbers must be brought down. 

Dr. Whetlum, Family and the Nation, pp. 122-123 “ In order 

that a population should maint^ain its numbers unaltered, about four 
children must be born to each marriage that })roduces children at all. 
Of these four, on the average of large nulnbers^ two will either die 
early or have no children, and the other two will be left to continue 
the race in place of their parents. Such is the result of the Registrar 
General’s returns/’ 
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APPENDIX A 

ENQUIRY INTO INFANT MORTATJTY 

1. Name and address 

2. Age 3. Occupation 

4. District of Origin 5. Oaste 

6. No. of Rooms occu|>icd (Dimensions) 

7. Number of Births B. Number of Still Births 

Particulars of Births 






Death 
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Particulars of Still Births 


Number 

Place of Still Birth 

■ 

At Hospital or own 
Dwelling 

Remarks. 


i 



I 

1 




1 

1 

i 




I 

1 

i 










j 



* 





LAND RENT AND PRICES 


BY 

D. H. Buchanan, PhJ)., D.Sc. (Econ.), 

Gcorfje Tl V/.s7/ /;//// f'nircrsifj/, \\ <ts]rin<jton, !).(■., (,S,A. 

In lliis Journal for ( )(*toI)ei‘ IDrJO, Mr. Amiya Kiiinar Das 
(iuptu has an article entitled liand Pent in Relation to I he Pric- 
ing* Process in whi(vh he discusses in pai‘1 i(*iilar an ariicle of mine 
enlitled “ The Historical Ai)j)roa<*h to Rent and Price Theor\ 
])\d>lisheJ in Ernao^hirn, London, for June 1929. While it is 
])leasing‘ (o find a writer who appreciates the actuality and tlie im- 
j)ortance of the “ pro<luct-chanoiiij 4 ' ” margin, a. concept wliicdi I 
develoi)ed in my teacliing and, so far as 1 am aware, first exi)lained 
in ]uil)lication,i I find some things in Mr. Das (Jupta’s article 
which seem to call foi* further treatment. The first of these is 
relatively unimpoitant and 1 will take it np first. Then there 
will fo]lo^^’ another matter of real import and two (dosely related 
(]uestions of terminology in which I feel that special usage is 
desirable, even necessary. 

Mr. Das (iui)ta objects to my statement that Ricardo and 
Jevoiis discussed different problems and prefers to call it lather 
two aspects of the same problem.” 1 think, however, that there 
is no real dilference between us in this matter, it is tiiu' that 
they discussed dilfcreut aspects of the one problem of value. Yet 
the hyjiotheses were wholly ditferent and it is still my feeling 
that it is l>est to recognize the tw^o separate problelns^ Ricardo 
supposed that the land had no competing use while Jevons 
supposed a field to be in demand for two or more ditferent 
uses, all of which would pay rent. This is a very far-reaching 
variation and results in ‘‘ the land ’’ in Ricardo’s problem being 

1 In The Mita Oakkai, Tokyo, for March 1921. 
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forced to accept from raw produce as a wliole ’’ whatever rent 

it can get while leaving a ‘‘ field in Jevons' problem it is free 
io shift to whatever use offers the best rental. This thus becomes 
the (‘ciitral differeiu^e in the two theories and makes possible their 
different conclusions, it is V»ecause their hypotheses differ that 
their answers differ. That was the main historical fact brought 
out l)y iny paper. It is possible that in my zeal to make this 
point clear I laid rather heav^y stress upon this difference; but 
since this is the key to one of the most stubborn confusions in the 
history of economic theory and I was bringing it out, 1 believe, 
fur the first time, I doubt if my statement is too strong. I see 
no gain, and some danger, lest in calling this one problem instead 
of two the all-important difference in the hypotheses be lost sight of, 
A second ])oint is of more signifi(auice. Mr. Uas (iupta sug- 
gests an interpretation of the difference between Kicardo and 
Jevons whi(‘h 1 do not think is justified by their wu’itings : nor 
W'hieli, even supposing their hypotheses to he as he suggests, 
would give the results wliich 1 have found and he seems to agree 
to. He says at jmge 172: 

“ We find, therefore, that the whole pioblem of the 
relation of rent to price turns on the question of the period 
of time to w hich w e refei . In the short period, oAving to the 
existence of alternative uses of land . . . rent enters into price. 
In the long period, on the other hand, oAviiig to the ineiasti- 
(‘ity in the supidy of land, rent does not enter into price . . . 
Thus on the basis of time the tw^o opposite theories of Eicardo 
and Jevons can )>e harmonized . . . Eicardo referred to the 
long-i)eriod tendency wdien he observed that rent does not 
enter into ])rice ; and Jevons referred to the short period Avhen 
lie said that rent enters into price.” 

It is necessary to inquire first whether there w^as this difference 
in the ])eT‘iod considered between the theories of Eicardo and 
devons, and second, whether if the diff'erence did exist it would 
supjxu't the difference in the conclusiojis. 
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1 do not think that Itioardo dealt witli long- periods and 
Jevoiift with sliori. nnfortunalely, neitlier of tlieni is s])e(*ific on 
(his jioint. Mr. Das Gupta offers no proof of the fa(*l and 1 iind 
no internal evidenee that it is true. On the other hand, there 
is abundant (^videiu'e that the llieardian theory was forged in the 
dismission of an immediate, praeticail problem, just as real and 
immediate as is the diseussion of “ safegriards in India. 
Can nan says that ae are indebted . . . to the corn -law (“oiitro- 
versy of 18 Id^ — 15 for the llieardian theory of rent.” The ])aui- 
phlets in which West, Malthiis ami Ilieardo gave that doctrine 
to the world were all pu])lished separately but within some six 
weeks. Parliament was discussing Ihe corn-laAv (question and the 
two foj'iner writers hurried their ])ublications in an effort to in- 
fluence that body. Iticardo, too, was much given to the discus- 
sion of (uirreiit pro))lems and had made his reputation only a few 
years earlier by Avjiting some ariicles to the newsj)a})er, Moniing 
('IhTonicle, on the bullion question. Far fi’om being an abstract, 
long-run doctrine, the llieardian rent theory ean be undei’stood 
only in connection >vith the (‘ontroversy tlien raging ])etween the 
English landed interest ” and the monied interest.” There 
had long l)een a widespi*ead opinion that laud rent was a mouo- 
IK)ly payment,” This was ni)held by the most resj)ectable 
ec'onomists, including Adam Smith. On Ihe other hand, 
the eommercial and industrial <*1 asses were convineed that this 

monopoly payment ” Avas making the price of “ raAV produce 
high in the cities. This made food dear, Avhieh in turn made 
Avages and the cost of production of manufactured goods high. 
This in turn compromised the positions of the industrial, com- 
mercial, financial and transport groups in the community. Mal- 
thus wrote his pamphlet on the “ Nature and Progress of Rent 
in an effort to soften this feeling against the landlords. He found 
that most writers, of Avhom David Bii(diaiian Avas then an im- 
portant one, 2 ‘‘ consider rent as too neaidy resembling in its nature 

2 In his edition of The Wealth of Nations, 1814. 
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and the laws by wliirh il is g:overne(l, the excess of price above 
ihe cost of i)i()(liictioJi, which is the characteristic of a inonopoly/’^ 
111 is is just what the opiioiieiits of the landlords were saying and 
they fully believed that rent was a mere monopolist’s gain added 
t(> the legitimate costs of production.. 

I see no reason to change the conclusion whi(‘h (hinnan reached 
many years ago,^ and which all my own studies have only verified, 
that the Hicardian theories were not long-run and abstra<*t but for 
the solution of immediate, practical, and often really short-run 
problems. IMcardo dealt with compete problems though his method 
of treatment was often abstiand. It does not appear that this 
difference between devons and Eicardo can i)e established. 

But Air. Das (iupta goes further and says that this is a basis 
upon Avhich one may justify the diftereni*e in their conclusions 
about the relation of rent to prices. Eicardo found no relation 
of rent to price liecause he dealt with the long jicriod when no 
jirofitable transference from one use to another is possible.” Mr. 
Das (lupta seems to a(‘cept my (daiin that the supplies of the 
several commodities are kept at their normal amounts by the fact 
that (heir separate pi ices ajlow them to pay, besides the ne(*essary 
amounts to the other factors of i)roduction, the competitive rents 
on those jn'ec es of land “ on the margin ” of leaving any commo- 
dity for another. These units of the separate commodities are 
barely brought out by the price and ” \vould not be produced 
at all,” unless they paid those cojnj[)etitive rentals. But he seems 
to take this as limited to slioit periods only. 

1 find this ]K)sition untenable. lT)e long period, no less than 
the short, im])lies that factors of production (pieces of land as 
well as other facfois) are adjusted among their different uses so 
that eajiiings are as nearly as possible (a) maximized, and 
(/>) eipuilized for equivalent factors in different uses. The equaliza- 

3 The Nature and Progress of Kent, Hollander’s Ed., p. 12. 

4 In Theories of Production and Distribution, pp. 383—388, 
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ti(Hi of earnings of ditfereni fuetors in diiTerenf uses means iliat 
the long-time eariiingB in cotton millH must be such as will hold 
jnen fioin going over to silk mills; and that long-time rents in 
cotton growing must be such as to hold land from going over to 
lice. Many pieces of land are always on the margin ” of 
changing*, and this is as true of the long as of the short jieriotl. 
The forces of gravitation hold ihe universe in eijuilibriuin ovei a 
inomenl or a ihousand years: and the slightesi change would l)e 
as elfe(‘tive over the longer period as over the shorter. 

While I would not make much of the dilVerence it might 
well lie (*ont ended that it is just for the longer periods that this 
ability nf land to change its use is most effective. The longer 
the period the less the dift'ereuce necessary to secure the change, 
hand may grow cotton for a century while it is just nearly in- 
duced to go over to rice. Over the long period, the balance is 
more deliiaite, hen(*e all the more is the cotton actually produced 
on the margin of not being produced at all.” The theory of 
the ]iroduct-changing nnugin does not depend upon the facd that 
changes are urtvatlji ina<le and land shifted to another use but 
(m the fact that ttve land shift if the commodity produced 

ceased to ])ay the best possible rent. Whether the period be short 
or long there is much land, like mii(*h labor and capital, just 
barely held in its o(‘cupation by the regard it receives. The p<iy- 
ment of partleular rentals is an essential part of the tendency to- 
wards economic eiiuilibrium and it is just as elective for a long 
as for a short period. 

Finally, Mr. Das (lupta has used certain terminology in this 
discussion which it seems to me should be avoided. He uses tin* 
old phraseology, ” enters into price ” as if the pay to the factor 
of production someway fixed the price. It has been pretty clear 
since Marshall published his Principles that ” the amount of the 
thing and its price, the amounts of the several factors oi- agents of 
production used in making it and their prices, .... all these 
elements mutually govern one another,” Thus if wages enter into 
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luaking it or low, it can with eijual truth he ntated that 

[irice also enters into wages, inuking them high or low. So with 
rtnd. If the price of the j)ro(luct of a i)iece of land becomes high 
the lent rises in lelation to it. The only way out of this diilieulty 
seems to be that proposed by Marshall, namely, to go to the 
margin where goods are “ on the margin of not being produced 
at all ’’ and see by what process equilibrium is being formed, 
hoi our iiroblem it means to go to the places where jiariicular 
ju'oducts are in that iiosition and see whether or not land is among 
I hose factors which shift from use to use in search of the best 
returns, thus helping to logulate the amounts of different corn- 
modifies which will be produced. If we find land passive, ac- 
cepting wliatever is oftered it, Iben rent does not aftect suppliers 
and pri(‘es, I hope that 1 have made it clear, in the article \inder 
discussion, that for produce in general the land is passive, as 
Eicaido claimed, but foi* particular kinds of produce land shifts 
on the iirodiud -changing margin just as any other agents do, and 
that this aft'ecls sllpplie.^ and prices of the fiariicular ])roducts. In- 
stead of inquiring whether a given jiayment enters into price ” 

I should like to see Mat'shall’s test a(*ce])ted. Is the agent wliiidi 
j'ei’eives the ])aynient an active or a passive agent at the margin 
of pj’oduction? 

In another (X)nneetion this usage is found. “ In the long 
])eriod, . . . a remission of rent does not cause any fall in the 
price of corn nor does a tax on rent (*ause any rise in the 
of corn; for the adjustment is smdi that a remission of rent 
or a tax on rent does n(»t create any scope for a profitable transfer- 
ence of land from one use to another. . . 

This term ‘‘ corn ” is the one used hy Ricardo to represent 
raw produce as a whole. It was then common to use it in the 
generic sense for all food grains rather than for maiae as we now 
use it in America. But it is just because Ricardo used it in this 
all-inclusive semse that land for him had no alternative use and 
was therefore forced to accept whatever rent was offered or return 
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to iiafure and re<^ieive liotliing. It is this that makes his theory 
different from Jovons’ and on this account that his theory is cor- 
rect. lint it appears that Mr. Das Gupta cannot be usiii^ the 
term in the Hicardian sense liecaiise he is speaking* of the transfer- 
ence of land from one use to another.’" In this Eicardian sense 
there is no possibility of transferring the land to anotlier (protit- 
a))le) use. On the other hand, surely, tlie term is not being* used 
in tlie narrow sense of mmze. If so this is unti*ue; because the 
! emission of all rents on maize fields will cause many fields to be 
jjJanted in that crop: and the taxing of all renis received for grow- 
ing maize would cause only a few rent-paying fields which liad 
jio alternative use to be planted to that crop. It seems that this 
l(M*in has been given a definite connotation by Ricardo’s discussion 
aiul that in economic* discussions that meaning should l)e presei‘V- 
ed. Unless very caTefully ([Ualified suc'h usage leads only to a 
further confusion. 




NOTES 


WAR (»F MONETARY STANDARDS AGAIN 

The state oi the worhr.s ex(*liaiig‘es and of the markets for 
the precious metals would lead one to feel as if the old contro- 
versies relating to U\e monetary standards w<‘re going to be re- 
vived. The world’s monetary gold supply is said to be short and 
silver is a drug in the market. Idris is, accoiding to some, a 
strong case foj- the ado])tion by the leading nations of the world, 
ol the double stajolard.” The prevailijig depression is being 
attributed, among other things, to the decueased purchasing power 
of the jjeople of the East whose hoards of silver have lost most 
of theii* value, and it is believed that the industries and the trade 
of the manufa(‘turing countries of the West will undoubtedly 
revive if something effective could be done to restore the price of 
the white metal. Demand for silver on a larger scale, will raivse 
its ])rice and that demand can be stimulated if silvei* were once 
more to be used foi' monetary purposes. It has ])een authoritative- 
ly cahuilated that the monetary supplies of gold in the near future 
are going to l>e ijiadequate for the normal needs of e(‘onomic deve- 
lopment; and suitjible distribution and proper conservation of that 
metal have been suggested as remedies against the pievailing 
slump in prices, which is attributed to the shortage of (uedit and 
.money, that is of gold, tlieir ))asis. Why not supplement gold, 
which cannot he hail in the required quaiitities, with silver, whose 
supply is ample, and adopt bimetallism as the monetary standard 
of the leading nations of the world? This is a simple remedy 
which will cure all our present eeoiiomic and future currency 
troubles at a stroke? An international (‘onfereuce to discuss this 
question has been suggested, and it was tlnuight Mr. Snowdon 
would jumf) at the proposal, harassed as he is with monetary diffi- 
culties. It appears, however, that he has not much faith in that 
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sp<»rific and would only ])artiripate in di8ciis«ions if such a 
(‘onfcrciKte were at all called. 

Si^fRcietut unto the day is the evil thereof. 

J^'inanciers and ec'onoinisis perhaps think that though the 
ditiiciilties ('leated by the tualdistribntion of gold are serious, they 
(‘an he negotiated with closer international co-operation and under- 
standing; and they would not like the world to fly from the frying 
])an of gold into the fire of a silver muddle. The history of bime- 
tallism is indeed not very encouraging to the idea of its reestab- 
lishment and peo])le are so much wedded to a gold standard that 
they cannot think of liaving anything else. It is, however, the 
uncertainty into whi(*h the monetary systems of the world are 
likely t(j be thrown t)y even a serious talk of introducing the 
doulde standard that will keep away finaiu'-iers from it. It is be- 
lieved that the gold standard, as su(‘h, has not failed. It is bad 
management that is r(‘Bponsil)le for the present monetary plight. 
Then again, the IhS.A., France, and until Tecently Great Bri- 
tain, had no (‘ause to fear a shoilage of gold, and as th(\y domi- 
nated world ecoiiojuy, they had no doubt that the gold problem 
would l)e ultimately solv^ed. In the course of the past few years, 
after the post-war inflation, nations had siu'ceeded in restoring tlie 
gold standaj'd and in putting their monetai'y houses in order. The 
(‘xchange crisis in Great Bi'itain, in any event, w^as unexpected, 
Ihough that (‘ountry lived on a narnnv gold iriargin. It a])i)ears 
to have descended upon Britain overnight and the situation Ixv 
(uiine suddenly so serious that it (‘uused the dowiifall of the Labour 
(Jahiuet. The steady outflow' of gold from I^ondon weakened ster- 
ling and rendered the position of ihe Bank of England i)recariouB, 
(hediis from Paris and New' York became necessary to prop up 
the jamnd sterling, and drastic retremdiment and economy in Gov- 
ernment expenditure became inevitable as a^ security for foreign 
financial assistance. This is regarded by Tjal)our leaders as an 
ubjecd surrender to ])ankers, for w^hich there w^as no justification. 
It is even represented as 
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A oapitalist conspiracy 

a^'ainst the just (*laiins of labour to a deceiit staudard of liviiim'. 
Kaviiig* failed to get wages cut and to avoid ilie coiuimiual coutrol 
of industry, capitalist interests have adopted this indiiecl inetiiod 
to reduce beneficent so(‘ial expenditure, and the bogey of an ex- 
change crisis was set u]). AVdiatever Iruth there may ]>e in this 
socialist allegation, it is a fact that the laibour (Ja]>inei took a, 
grava* view of the financial position and prospects and had to seek 
foreign assistance to save tin* ])oiind sterling. It is worth asking 
whether this remedy is likely to give more than tem])orary relief:' 
Then, again, what abo\it the ru))ee‘:^ The (fovernment of India 
find lheins(dves in no better situation than Jlis Majestyks (iovaMii- 
ment. \V(‘ liavc a huge prospective deficit, and the nn)ee-gold 
ex(diange canmd be maintained at the siatuiory i/atio. riie bank- 
late has ])een high and (jioveinmciij has been l>orro\\ijig with 1)otli 
hands to meet the daily needs. Will Ilie (iovennnent of India 
f(dlow the Jh’itish (jovernmentks example in all important parti- 
(uhu'S'^ Two authoritative j)]‘oiiouneements have Tecentlv been 
made in this (oimection. ^Fhe financial emharrassmenis of tfov- 
e?'nnieni, the continned hws cd' gold from the curreucy reserve, 
the sale of rcA crse eoiincils week a iter week and <he foilheoming 
li(jnidation of sterling eonimi tments in Loudon, to say nothing 
of the disastrous fall in internal ]U‘ices, largely aft]'il)iited to a 
high exchange ratio, fanned the Kid. rersits 18d. lupee i otilrovejsy 
into flame. The iin certainty ]>revailing in the money market was 
rendered more uncertain by tin’s talk aohut a revision oi; the ratio, 
and His Excellency the Viceroy felt called upon to coufiiin, in his 
address to the Legislature what the Einance Memlxu* had been 
saying all along, with regard to GoverumenLs determination to 
maintain the stautory ratio. The represen tatiw oi' (Tovernmeiit 
in tlie Council of State reit(U*ated the statement about their ex- 
change policy and declared that they had ample resourctes to carry 
out their determination, 
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British Help and the RaticK 

The Prime MiiiiHier liiiited long ago that Him Majesty’s (tovern- 
iiient would not hesitate to run to the rescue ot India’s credit 
if and when such assistance was fo\iud necessary, and the meaning 
of tins cryptic statement has now become quite clear. Parliament 
Avoiild he mhuBed to grant a big loan to India to enable the Govern- 
ment here to jnit the vSecretary of State in funds and thus to 
holster up a tottering exchange. The second part of the Premier’s 
declaration muh also referred to in the ('ouncil of State, viz., that 
there could hi' no talk of manipulating the rui)ee-gold ratio while 
the discussions of the Pound Table Conference proceeded and the 
issue of constitutional advance hung in the balance. The statu- 
lory obligation of Government to maintain the 18d. ratio and the 
responsibility of Ilis Majesty’s Government to assist the Govern- 
ment out here may he all right. Put what about the depletion of 
India’s gold reserves and the virtual indefinite postponemeiit of 
the (piestion of Indian currency being placed on a true gold stan- 
dard? Why should India fritter away its gold when other nations 
are conserving and sitting tight upon such supplies of gold as they 
possess? People arc thinking whether the expeiience of the years 
192(1-21 is going to be repeated? And they are asking, will Gov- 
ernment abandon the effort to pj’op an impossible exchange ratio 
when it is too late? These <1oubts ought to he j)rompUy cleared 
from the publi(‘ mind. The Premiei' has recently stated f\irther 
that Government’s Indian currency policy is a settled policy and 
has never been under consideration in the discussion of His 
Majesty’s (Government with foregin bunkers in their late financial 
negotiations. 

V.G.K. 

FINANCE AND CURIIENCY 

The suspension of the Gold Standard in England on the 21st 
Sepic-mber, followed by two Huc(*essive Chirreiicy Ordinances issued 
by the Government of India during the same week, and the pros- 
pects of heavy deficit in the Central Budget revealed by the 
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Finaiu^e Memlier on 29th Septcmiber along with his proposals tor 
new luxation — these things have raised iiioinentovis issues ah'eet- 
ing the eeonomie life of the (‘ountry. New taxation of ahoiit 
Es. 5 crores was imposed in the budget of lf)d()-dl; at the end of 
the year, however, there was a detieit of Es. 18-5(i crores. Foi' 
the current year new’ taxation of about Es. 15 crores w^as imposed 
in March last and it was ex])ected that this would l>alaJice the 
budget. Within six months it has been realised tliat the (joveni- 
mejit will have to face a deficit of Es. IDA crores dining the current 
year and of an equal amount in ll)r‘-{2-df3. The inoposals of the 
l^'inance Memlier to meet this gap of Es.db crores involve addi- 
tional taxalion, cuts iji jiay and retrenchment. He ln>})cs to im- 
prov(* the situalion by about Es. 34 crores in the next eighteen 
jnonths. It is difficult with tln‘ data so fai* aA'ailable to make an 
exact estiinale, but we may say that approximately one-third of 
this amount will be found by retrmiclnnent juid cuts in pay, and 
two-thirds by new’ taxation. This means that since March EblU 
we have had additional taxation of about Es. 42 crores. 

Most of the additional taxes is iimler Customs or Income-tax. 
Ill view' of the fact that the higher rates of these two classes of 
taxes imposed in Marcdi 14)3(1 and again in March 1931 have not 
lirought the exjiected revenue, and in view of tlie fact that the 
general depression continues, it is difiicult to see how the 1^4 nance 
'Member cjin expect to lealise the large additional amounts of 
revenue that he hopes to get from tluse soirrces. it we add to 
these file instability in trade and industry created by the recent 
changes in the currency system, we shall realise the gravity of 
the situation. It is not possible to go into the details of the 
various proposals for additional taxation. It will be sulficient if 
we point out those few^ which may be considered objectionable. 
The import duty on law cotton will make it ditticult for the Indian 
mills to manufacture goods of higher counts to which they have 
taken so successfully in recent times, l^'or a country like India 
which has still so much to do by way of industrial development, an 
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iiiipori duty on inacliiiiery must be coiisideied a gieat ol)stacle. 
llie addition to the excise duty on salt may, in other spheres, do 
more liaini than good to the Government. The proposal to tax 
incomes between Es. 1,(XH) and Es. ldh)9 must involve to the 
lower middle classes a higher per(‘entag’e of tax Inirden in the 
ag*greg*ate, in vieAv of large additions to th(‘ (histoms duties to 
wliicli also this class will contribute sul)stantially in an indirect 
mannc]-. Tlie increase in postage I’ates will also atfecl the poorer 
classes more adversely. 

Since the War so many additions have been made from time 
to time to suit the exigencies of the ])udget both to the (histoms 
duties and to rates of taxes on Income, tliat the time lias arrived 
for an eaidy revision of the Tariff schedule on the one hand and 
the In(‘ome-tax rates on the other. There are principles of policy 
affecting trade, industry and the economic life of the country in 
general, which must be examined thoroughly in (*onnection with 
these taxes. Unless a definite policy is thus worked out, Ave shall 
get ha])hazard (dianges from time to time involving an uneven 
incidence of taxatioji on the peojde. 

The lecent changes in the currency system of the eouutiy 
prove that in spite of costly enquiries in recent times, there is 
no fundamental change for the better in this most important res- 
pi‘(d. ify linking the rupee to the sterling it is reduced to the 
position of a shilling. I'or purposes of ac(*ounts, the relation 
of the shilling to a pound sterling is certainly stable, but the 
shilling fluctuates in its real value in terms of commodities so 
long as the pound sterling fluctuates in its relation with gold. 
Similarly, the rupee, Avhich is now only u fraction or of a 
sterling, is in exactly the same position. If this is appreciated, 
the comparative stability of which the Tinance Member spoke 

in the Assembly, Avill amount to a theoretical stability merely for 
the ])urp()ses of accounts and that too Avith England alone. 

It is unfortunate that on such occasions Indian public opinion 
is not properly organised. On problems of this nature, a sound 
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knowledge of the principles of monetary science and of the practice 
in other countries on the one hand, and a proi)er grasp of the 
currency mecdiauisni in this country on the other, are required 
before luen in business and publi<* life can speak with authority. 
This ]iresupposes a co-operation on a footing of equality between 
economists and men in business and public life to work out a 
common policy in the best interests of the country. Unless ways 
and means are found to have such co-ox)eration in normal times, 
it would lie difficult to l)ring together people in different ^valks of 
life in times of (‘risis T'eady to appreciate one another's point of 
view, and come to an agreed solution. It is only to be expected 
til at such co-operation will be established in the near future. 

—0. N. V. 


TEADE OF INDIA 

The llevieAv of the Trade of India in 193l)-3i presents a Imud 
picture of the tra<l(‘ conditions and trade of India in the year with 
which it deals. The year was characterised by a disastrous fail 
in the pric-es of the staple products of the country and a political 
movement an impoitant item of which Avas addressed at a boycott 
of llritish goods in general and foreign cloth in particular. Prices 
fell the world over but they <‘ame down more sharply in India 
than in otlier countries. TTie fall of prices AAas 22 iiei* cent in the 
United Kingdom, 24 per (*ent in the United States, 2f3 per cent in 
Canada, 24J per cent in Australia and 2T per (*ent in Japan. Put 
it was 32 per cent in India, 

The greater fall of prices in India was due to the fact that 
the prices of primary products — raw’ materials and foodstuffs — fell 
much more than the prices of manufactured goods; and India 
l>eing mainly a producer of the former experienced naturally a 
more serioiis fall than (countries that are principally industrial. 

P. 11 
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Tliat the fall was higher in the case of raw materials than in the 
ease of hnished goods is borne out by the percentages ot falls 
re('orded alihe by the Indian index number series and the Calcutta 
index number series of exported and inipt>rted articles during 
September 1929 and Marcli i9dl. According to the Indian index 
iiiimhers the fall in the cas(i oi exported articles was d9 per cent 
and in the case of imported articles only 14 per cent. xAnd 
according to the Calcutta index numbers the fall in the same two 
categories of articles was per ceiii and lb per ceiit respectively. 
All this shows that the fall in the case of exploited articles was 
over a third in Mar(;h i9f31 as compared with September 1929 and 
the amount of fall was two and a half times the fall in imported 
ait ides, the latter being less than one-sixth/’ 

The higher fall in the case of agricultural raw mateiials is 
more clearly shown by the percentages of falls arrived at from the 
Calcutta index numbers for tlie diifereui gioups of articles in 
September 1929 and March 19dl. According to these the 
percentages of falls w^orked out — for raw' jute 5(1, for oil seeds 49, 
for wheat 47, for raw' cotton db, for rice 35, and for jute 
manufactuj’es 34. Which is to say that the prices of the first tliree 
articles had fallen by nearly half and those of the last three by 
nearly 35 per cent in the course of 18 months. On the other hand, 
the percentages of falls for imported jUanufactured articles w'ere — 
for cotton manufactures and sugar 19 each, and for metals 15 — that 
is, in none of these cases was the fall greater than about 25 per 
cent. 


All this is to say that “ the prices of India’s exports fell 
considerably more than the prices of her imports.” And this 
difl'ereme had a very serious effect on the foreign trade of India. 
The trade of Iiidia in 1930-31 declined heavily as compared with 
her trade in the previous year. The value of the imports of 
private merchandise fell from Es. 2,40,80 lakhs to Es. 1,64,82 
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lakbiS, lluit is, hy lis. <5,98 lakhs or !I2 poi' cent atid th(' value of 
the exports came down Irom Es. ;{,1U,81 laklis to Its. 2,20,49 lakhs 
that is, hy Es. 90,82 l.akhs or 29 per cent. Takiii>>’ treasure into 
account the imports declined hy Es. 70,87 lakhs and the exports 
hy Es. 89,49 lakhs. 'I'he visihle balance of trade iii favour of India 
Mas only l^s. dl ,;id lakhs in IDdO-dl a.s a;4‘ainsi E-s. 48,89 lakhs 
in 1929-80. 

The deeliiK' in iht* valiK' of ex])orts is explained solely by ilie 
awful fall in Uie prices of a^Ticulhiral raw inatei’ials. For file 
decline in tin' value of imports two reasons are held revS])onsihle, 
namely (1) the rednet'd jiurchasin^' power of the Indian ryot, and 
(2) the lioycott moveni(*nt. d'he imrchasina' poweT* of the people 
was d(*]yleied to the extent tin' annual value of the exports wdiieh 
^‘o to pay for the imports fell. The fall in the ease of jute (raw 
and ])ian ufa(*t in ( (1), raw cotton and oilseeds was about Es. 62 crores 
and the total tall in the value (d' exports was over Es. 90 crores. 
“ AVith this smalhu' \alue for his exports the prodiK'er, mainly 
tin' a<.>‘ri('ult urist, could not afford 1o buy imports on the normal 
scab* and to this extent inqiorts must fierfonu* be reduced.^’ A 
fvntliei reason for the redinanl |)urchasin<:»' iiower is to lie found in 
tile fa(*t that alfliouyh owino- jo jjje serious fall in the value of his 
wares, the a^ricnlturist ’s iin'ome was h^wered to half or less than 
half in some cases, his paynnmfs for rents, etc., remained the 
same. Tlius he ivas left with a very small balance for any expendi- 
ture beyond his barest necessities. 

The bnycoft movement is not credited with having' much to do 
M'ith the decline in imiiorts, but if is regarded as baviug affected 
adversely particulaidy the imports of cottoii-piecegoods and 
tobacco. Moreover, it wuis levelled at the United Kingdom and 
here it did certainly achieve some tangible results. The imports 
from that country fell by 56 per cent, \vhicli fall is “ definitely 
abnormal and must to some extent be attributed io the boycott/^ 
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Some of tlie iuiportaiit declines in value under imports were — 
the textile group Ks. crores — out of which cotton-piecegoodb 

were resi)onsible for Rs. SO crores and cotton twist and yarn for 
Rs. S crores; metals and metal manufactures Rs. TJ crores; sugar 
Rs. 5 crores; inacdiinery and miliwork Rs. 4 crores; motor vehicles 
Rs. 3 crores; and hardware Rs. 14 (‘rores. 


The principal declines under exports were — jute and jute 
manufactures, Rs. 34 crores, raw jute being responsible for 
Rs. 14 crores and jute manufactures for Rs. 20 crores; cotton and 
cotton manufactures Rs. 21 crores, raw cotton having to its credit 
Rs. 19 crores and cotton manufacdures Rs. 2 crores; food grains 
Rs. 5 crores; oil-seeds Rs. 8 crores; hides and skins Rs. 3 crores; 
and tea Rs. 2 crores. 


The gap left by the great reduction in the imports ol cotton 
l)iecego()(ls was filled firstly, by increased production from Indian 
mills whi(‘h went up fiom 2,419 million yards in 1929-31) to 2,51)1 
million yards in 1930-31 — an increase of 142 million yards; secondly, 
i)y the large stocks of woven goods held by the Indian mills wbi(‘h 
at the beginning of the year stood at 483 million yards; and 
thirdly by increased production of handspun and handwoven cloth 
which the political movement must have led to. 


The net imports of piecegoods declined from 190 crores of 
yards in 1929-30 to 87 crores of yards in 1930-31, i.e., l)y 103 crores 
of yards. The net available mill pi’oduction went up from 229 
crores of yards to 246 crores of yards or by 37 crores of yards. 
The total yardage available for consumption was thus 333 crores 
in 1930-31 as against 419 (‘rores in 1929-30, that is it was less by 
86 crores. This umount came wholly from imported piecegoods 
and not froxu Indian production which incsreased by 14 crores of 
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yards. The imports from the United Kingdom fell by crores 
or 58 per cent and from Japan 24 crores or 48 per cent. 


During' the year the United Kingdom lost 5 (5 per cent of the 
import trade and Japan 10 per cent. Germany gained 0 per 
cent, Java U per cent, China, *8 per cent, Australia 2 percent, 
Kenya and Zanzibar, 4 per cent, and the United States of 
America I S per cent. 


Of the exports, the United Kingdom gained 2'2 ])er cent, China 
US per cent, Jajian 4 per cent, Ceylon 1-8 per ('ent and the Straits 
Settlements -8 per cent. On the other hand, Germany lost 21 per 
cent, the United States of America 2-2 per cent, and France ‘4 per 
cent . 


The decline in the trade of India that was witnessed in the 
year 1980-81 has beeji continuing to tlie x)resent day. This can 
be easily seen from the table given below: — 

M KH ( '1 E.vx 1 ) 1 s E — / is . lakhs . 

April 

1 ncrease + decrease — in 1981 
as (a)nix)ared with 1980 



1930 

1931 

Ils. lakhs 

Per eeiil 

Exports 

24,58 

14,08 

- 10,50 

- 42-7 

Imports 

18,06 

12,56 

-5,50 

- 30 5 



May 



Exports 

21,84 

13,50 

-8,34 

- 38-2 

Imports 

17,90 

11,40 

-6,50 

36-3 



June 



Exports 

20,71 

12,58 

-8,13 

- 39-3 

Imports 

IS, 86 

12,13 

-1,73 

-12 5 
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Exports 

NOTES 

J uly 

20,90 12,54 

-8,42 

-40.2 

I HI ports 

18,07 

10,72 

-2,95 

-210 

Exports 

August 

17,01 18,82 

4,82 

-24-5 

1 niports 

12,71 

0,00 

-8,08 

-242 

Exports 

Five Months 

1,05,78 00,02 

- 89,71 

- 870 

liH ports 

70,28 

50,48 

-19,75 

-259 


— G. 1 ). K. 
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KcoNOMin Aspects of kSovereionty, by R. G. Hawtroy, pp. 192. 

Longmans. 9 sh. 

This book is composed of a course of lectures delivered by tlie 
author at Boston. It deals with the economic problems raised by the 
absolute sovereignty of the modern state*. In Economic science, we 
ar(> accustomed to consider welfare «as the aim of economic activities, 
but the modern state is moi*e concerned with national power thcan 
welfare, and whatever be the ostensible cause of difference between 

nations, the real cause is the conflict of economic interests. Power 

is what all modern nations desire, but power is to be had only by 
econonne success. This produces rivalry, which brings aViout wars. 
Such is the theme of this w'ork. 

In the first eliapter, the author discusses the connection of 

sovereignty with property. “ Sovereignty is not |)roperty but it 
carries with it inpiortant economic rights which are closely related to 
the rights of jiropcrty ” (p. 2(>). These rights may be real or illusory, 
but it is highly illusory when a State counts upon profiting by a war 
undertalvcn for the protection of its colonies. Here he affirms the 
conclusions of Norman Angell in his well known work, The Great 
Illusion. Indeed private individuals may gain in the form of 

concessions, but this may not be eventually for the good of the body- 
politic. 

In the next chajiter, Mr. Hawtrey discusses the problems raised 
by a. country taking part in the e(‘onomic development of another, fn 
the course of that discussion, he lucidly analyses the reactions of the 
export of capital from one (country to another. “The capital exporting 
country curtails its consumption of foreign trade })]’oducts and assigns 
the powej' of consumption which it thus gives up to people in the 
capital-importing country, who in return assist in producing the new 
capital, which becomes the property of the investors in the former. 
The fund of foreign trade products in the world is drawn upon to 
provide subsistence and remuneration for these producers of capital. 
Productive power in the capital importing country, which would other- 
wise be providing for the consumption of the inhabitants, is set free 
to construct new capital in so far as consumption is provided for by 
imported goods ” (p. 36). He also shows how the industrial revolution 
paved the way for such transactions between countries in different 
stages of economic development and how this brought about a complex 
kind of economic imperialism. 
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In the next three chapters, the author discusses the interactions of 
communications and population, the results of protective tariffs and 
of restricting immigration, the economic causes of war, and the 
mobility of wealth. “ Marketing centres, manufacturing centres, 
financial centres, together with all that they imply in transport and 
communications, are what we mean by the mobility of wealth ” (p. 89). 
The author develops the imyilications of what Mr. Lowes Dickinson 
calls the ‘ International Anarchy.’ There are also important historical 
accounts about the economic rivalry of nations between IBVl and 1914. 
In a concluding chapter, the means of avoiding conflict are discussed, 
but no specific remedy is suggested with approval. “ In the inter- 
national anarchy, there is no provision for growth or adaptation except 
through the use of threat of force ” (}). VM). The limitation of 

armaments and arbitration are discussed as alternatives to w^ar. An 
international authority with unchallenged power would be desirable, 
but the author has hardly any suggestion to make concerning its 
constitution or powers. He however concludes by making some hely)- 
ful general remarks about the over-riding of sov’ereign rights with a 
view to bringing about greater harmony between the interests and 
aspirations of competing nations. 

Mr. Haw trey is a stinuilating thinker on matters connected with 
currency and finance, but in the book before us he appears more like 
a layman than as an expert. Indeed his thought is stimulating and 
he has many valuable suggestions to make, but it cannot be said that 
he has cut new ground. However, we may remember that the subject 
is on the borderlands between Economics and Politics, and in these 
(lays of rapid specialization it is encouraging to find that even 
specialists like Hawtrey are prepared to acknowledge the value of 
exploring borderlands to throw fresh light upon important social 
problems. There is an essential unity in social phenomena, and to 
deal with parts of them in water-tight compartments is to 
stultify analysis in some of our most important economic problems. 


Eoonomr^ Dictionary, Part Second (German-English), by Dr. Hereward 
T. Price, Berlin ; Verlag von Julius Springer, pp. 676. 

Students of Economics are aware how the terms used in their science 
are often the ordinary words commonly employed in every-day life, and 
how, therefore, their special economic significance has to be clearly brought 
out in the course of exposition. This difficulty is particularly great when 
we have to deal with a foreign language, and a dictionary of economic 
terms becomes indispensable. The German-English dictionary which 
Dr. Price has compiled with extensive labour and care eminently fulfils 
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the object with wh ich it was undertaken, viz., “ to supply the English- 
^peaking reader with a dictionary tiiat would enable him to understand 
German works on Political Economy/’ He has also succeeded in attaining 
his other aim, which is “ to meet the needs of the banker, politician, lawyer 
and other professional men, in short, to combine the scientific with the 
useful/’ To compile a good German economic dictionary, it is not enougli 
to pick out economic terms from the market place and ordinary general 
dictionaries. It is necessary, further, to dive into the vast and ever-grow- 
ing volume of literature on the various topics relating to Economics and 
to bring out the meanings of German terms through appropriate English 
equivalents. Dr. Price’s work is exhaustive, penetrating, scientific and 
practical. It is calculated to be of immense use to those who have to 
handle German works on Economics. Ojie may open any page of th(‘ 
dictionary and its peculiar merits will be abundantly illustrated by the 
information of a varied kind supplied there. 

V. G. K. 


The Australian Tariff, An fCconomic Enquiry, Economic Series No. 0. 

Melbourne University Press, in association with Macmillan A Co. 

Price cloth 3s. 6d.; paper 2s. 6d. Pp. 232. 

This book is the report of an informal committee appointed by Mr. 
Bruce, Prime Minister of Australia, in 1927, to enquire into the economic 
effects of the Australian Tariif. Fiscal protection is supposed, as a rule, 
to help the rapid economic development of the country adopting it, in spite 
of the temporary sacrifices it is called upon to make in the shape of 
heavier taxation and higher prices which the public has to pay. Opi>o- 
nents of protection claim that the benefits of taritf protection are illusory 
and that, such as they are, they are counter-balanctKl by the evils 
inherent in that policy. It is, therefore, necessary that the effects 
of tariff protection should be examined from time to time to ascertain 
whether the promise of economic l)enefit held out on its behalf, is 
realized. Mr. Bruce, who has contributed a brief Foreword to the report 
under review, is very clear about this point and says ; “ The Australian 
policy of protection is based upon the belief that such a policy tends to 
accelerate our development and to increase our national prosperity. This 
policy the people of Australia have endorsed on many occasions, and it has 

become an integral part of the structure of our economic life 

It is not enom^ for us to affirm confidently that protection is the only 
policy for Auollidia ; we should be intelligently and fully informed as to 
ofory aspect of its operation ; we should be able to assess its benefits and 
eost, not in general terms but with all possible exaotitudeL” These obser- 
vations are extremely refresliing coining as they do from a responsible 
person occupying the position of the Premier of Australia, specially in view 
F. 12 
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of the facxt that Protection has an invariable tendency to becoine a 
political creed and to create vastecl interests whicdi dislike impartial 
biriticiarn. 

The committee of enquiry was composed of economic experts and 
businessmen and they have executed their difficult task purely as a labour 
of leva Protection usually becomes a political faith and a badge of 
patriotism and few have either the candour or the courage to estimate its 
cost to the public and the national sacrifice it may involve. The Committee 
has explored this problem in a scientific and a practical spirit, and its 
conclusions and suggestions are calculated to render solid assistance to the 
government and the people of Australia. Space will not permit even a 
brief summary of its discussions and conclusions in this place, and its 
educative value can be uealised only on a careful study of the work. All 
we can say here is that in India where “ discriminating protection ” has 
been adopted as a mttional policy, the scientific spirit which characterises 
the report of the committee; an^i the methods of investigation it has followed, 
are bound to supply sufficient stimulus and guidance in similar enquiries 
so essential for the pursuit of a correct fiscal policy. 

-V. G. K. 

The Economkjs of Australian Coal, Economic Series No. 7, by 

F. R. E.Mauldon B.A,, M.Ec., Melbourne University Press. Price 10s. 

6d., pp. 280, 

Like the industries conryacted with the production of rubber, coffee, 
sugar, cotton and wheat, the coal industry has been passing through a 
crisis all the world over. Owing to the utter disorganization into which 
world trade has been thrown, each nation has been compelled to take stock 
of the position of its main industries and to seek to adopt such measures 
of adjustment and reorganization as appear to be necessary and practical. 
These efforts at industrial rehabilitation, presuppose thorough enquiries 
into the condition and the prospects of different industries and Mr. 
Mauldon’s work represents an attempt of this kind with reference to the 
coal industry of Australia. An economic survey of an industry to be 
really helpful, must be full, impartial and suggestive. Mr. Mauldon’s 
investigation satisfies these tests in an abundant measure. The opinion 
expressed by Prof. Copland in his introduction to the book, is a just 
testimony to the merits of the work : “ The book will please neither 
owners nor miners, but that . may be regarded as a compliment to the 
author. He brings to the task an intimate knowledge of the industry, 
an impartial judgment and the courage of convictions reached only 
after long and dispassionate enquiry. Some of his conclusions may well 
be as distasteful to him as to the most extravagant partisan/’ 
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The book is divided into three parts. The first deals with the 
foundations and structure of the Australian coal industry, the second, 
with the various problems which have arisen in connection with its 
successful working, such as costs, profits and prices and also wages and 
labour disputes ; and the third with immediate and future improvements. 
Copious statistics are given throughout the book. How comprehensive 
Mr, Mauldon’s enquiry is, may be seen from the fact that no aspect of 
the organization of the industry is neglected and even the economics 
of mining technique receives due attention at his hands. The remedies 
for the parlous state of the coal industry cannot but be drastic, and 
Mr, Mauldon leaves no doubt in his readers’ minds with respect to this 
matter. He, therefore, tells Ins countrymen that real improvement implies 
capacity as much for the surrender of out-worn prejudices of mind and 
feeling as it may for the temporary surrender of economic advantages,” 
He goes on to say : Such higher purposive motives may be developed 

in every man. But, only in the measure that they are consciously 
disentangled from the self-regarding motives and allowed to assume 
supremacy, will their operation minister to the reordering of industry.” 

-V. G. K. 

Tiuc Indian Currency System (1835—1926), by Sir J. C. Coyagee. 

Pp. 32G+xviii. Rs. 5, Published by the University of Madras as 

one of its series of Economic Studies. 

This volume contains the Sir William Meyer Lectures for the year 
1929. It is a timely and readable contribution to the study of questions 
that are living issues in India— ‘Hhe task of monetary reconstruction on 
comprehensive lines and the adoption of an improved standard.” It 
“ differs from the other works on the Indian monetary system in confining 
itself to a consideration of the leading tendencies in the development of 
that system.” Apology is made by the author for the large space devoted 
to the consideration of currency proposals made in the latter half of the 
nineteenth century, “stepping stones of monetary reform. For instance, 
one can scarcely understand how strongly events were leading up to the 
adoption of the Gold Exchange Standard in India unless one is familiar 
with the proposals of the Government of India in 1878, with the currency 
scheme put forward by General Strachey in 1886 and with Sir D. Barbour’s 
famous minute of 1892.” There can bo no doubt that we have here a 
distinctive and valuable contribution to the elucidation of matters that 
are of direct importance to everyone in India. 

Yet, valuable as the contribution, the impression is given that an 
opportunity has been missed of presenting a much more incisive study 
of these problems. One must assume, from their general scope, that the 
lectures are directed rather towards the student than the expert, As a 
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matter of faet the general reader would have little difficulty in appreciate 
ing most of what is expounded here. One often hears, however, the 
lament, “1 cannot understand this currency problem.” May it be that 
piuch of the difficulty is caused by a lack of system in the expositions 
of what is certainly a complex phenomenon ? In these lectures there is 
reiteration and allusiveness which with advantage could have been 
replaced by a straightforward exposition of the more basic facts, and a 
clear statement of the ideals aimed at, which would have directed thinking 
along more definite lines and made the volume self-sufficient for the 
general reader. Yet the fact that so much deference is shown to “autho- 
rities ” suggests that it may be questioned if a straightforward exposition 
is possible. But it cannot be contended that all that is possible has 
been done to put the matter in correct perspective. It is annoying, and 
righdy genders suspicion, when for example we have no more indication 
as to the identity of the “authority” than is contained in phrases like 
“one writer of distinction” (167), “a leading economic journal ” (199) : 
they suggest that there is nothing more to be said— we must simply 
acquiesce ! 

A very definite protest must be made against careless proof-reading 
in a publication issued by a University, esj.)ecially in these days when 
the supply of graduates who might undertake such work is grievously 
more than ample. One may instance “ the God Exchange Standard ” on 
page 170 ; but generally the slips are depressing— the result of sheer 
slackness. Where can there be pride in printing if 3*5 is allowed to 
appear (on page 320) as 3*4/2? The index is spaciously printed, but 
very inadequate : if it were thorough, the extent of the repetition would 
become clear. A really analytical table of contents would have greatly 
facilitiited the use of the book. But after all it may be unfitting to ask 
for precision : the Currency Committee of 1919 is quoted (191) as having 
said that “the gross circulation of notes had increased nearly three-fold, 
while the percentage of metallic backing^- has (sic) decreased by nearly 
one-half,” which, if language were used carefully, w^ould probably mean 
that metallic backing was practically constant. With such a use of 
language can diagnosis be anything but halting or over-confident ? The 
confusion pointed out (218) i in the use of “ standard ratio ” illustrates this. 

Economics at its highest is capable of something better than reasoning 
from vague quantitative statements which have to be accepted along with 
the alleged deductions, though even precise statistics are notoriously liable 
to varied interpretation. On only one occasion in this volume (307) is a 
fair opportunity given to the reader of convincing himself of the sound- 
ness of the exposition.];! In a study so complex^; one of the fundamental 
disiderata is to avoid j over-simplification and to present things whole. 
Witibout some kind of summary of the faUs as to price and wage levels, 
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flow of specie, borrowings, exports and imports, production of gold and 
silver, and whatever else may be thought relevant— a summary to which 
constant reference is possible to cheek the statements made, the exposition is 
bound to he deadening to the critical faculties. Again the historical narra- 
tive would be lightened and enlightened were there date-lists in which are 
noted the times of promulgation of ideas— notes, despatches, conferences, 
etc., — and of the initiation of action— proclamations, acts, and so forth. 
And then, what may seem a detail, ^ G.E.B.” for “ Gold Exchange Stan- 
dard stands mournfully alone as a contraction— “ every science that has 
thriven has thriven on its own symbols.” 

As a stimulus to the student, however, this volume of lectures may 
be very useful. Attention is at least directed towards studies that are 
worth making.! Great stress is laid on the illuminating character of the 
evidence given before the Fowler Committee, but the suggestion of a 
relation of cause and effect (121) between Prof. MacLeod’s evidence and 
the recommendations of tlie Committee does not carry conviction. The 
description (291) of how the same arguments, whether fallacious or not, 
are used repeatedly should stimulate the search for genuine principles. 

-J. M. 


PliNlNHUIiAR EuUOI’E: SoME GEOGRAPHiCAL PeRE(}R1NATION8 AnCIKNT 

AND Modern, by L. W. Lyde, M.A. (Longmans), pp. 310. 

Price 10s. 6d, 

“ For more than a quarh^r of a century Professor Lyde has been a 
source of inspiration to successive generations of students. In the early 
days of the development of modern geography he played an almost lone 
hand in University circle.s, but he has lived to sec Departments of 
Geography firmly established in every University in this country, and 
his own students carrying on his work and traditions in the farthest 
corners of the globe.” 

These opening words of the ‘‘ Editorial Foreword ” from the pen of 
Dr. L. Dudley Stamp, himself our outstanding representative of the 
generation formed by the Master, are the fittest introduction of the book 
under review. The readers will know they have before them a matured 
specimen of that ‘ philosophy of geography / of which the author has been 
the ardent pioneer. “ At long last a little of that philosophy has been 
put on paper and forms the substance of this booL” We do not expect 
that the reader will agree with all the conclusions arrived at by the author, 
but even where he does not he will find in them ample food for stimulat- 
ing thought. 

The very central idea of the book, “ Peninsular ” Europe is arresting- 
ly summed in the opening sentence : ‘ Peninsularity is the differentiating 
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feature of Europe/ aad this is illustrated from the early developments 
of the peninsulas, as distinct from the broad ‘ incoherent spaces of the 
East and North/ ‘‘It was to the West and the South of the Rhine- 
Danube frontier of the Roman Empire that the idea of a Nation-State 
sprang up in the natural units of the articulated peninsulas/^ The five 
great peninsulas of Europe present, every one of them, a strong unity, 
chiefly when compared with the medley of races in central regions like 
Germany. “ The five great peninsulas are relatively isolated, and have 
considerable variety of relief. Indeed their advantages in the way of 
varied relief are almost unique, and are emphasised by the variety of 
climate and location . . . Each peninsula, therefore, had a different and 
distinct contribution to make to the common good of Europe, That is 
the main reason why the originality of Europe is political.” 

These quotations suffice to show how the geographical and the human 
elements are blended together in a stimulating study of the develop- 
ment of Elurope. The reader will meet now and then with novel and 
even api)arently startling points of view as when the author states boldly 
“ Historically Africa has begun at the Pyrenees” ami he then proceeds 
to explain how this concept in its application affordvS a clue to the develop- 
ment of France and Spain respectively ; or again in the following paralhsl : 
“ If pemnaularity meant almost nothing internally to Iberia, especially 
to Spain, it meant almost everything to Scandinavia, especiidly to Norway, 
both internally and externally.” 

The book comes at th6 right time when the minds are being drawn 
to speculate on the possibylities of the noble, if complex, ideal of the 
XJnit(xl States of Europe. 

P. f 1 


Rkgulation of Banks in India, by M. Tanan Pp. 28. Price Re, 1. 

Taraporewalla. 

That the banking organization of India requires to be considerably 
extended and improved is a fact which has been repeatedly emphasized 
by all students of Indian Economics. It is generally agreed that this state 
must play its part in bringing about the necessary extension and improve- 
ment. Principal Tanan has made, in this small brochure, a number of 
concrete suggestions for inBtltuting the control of the State over banks. 
They deserve careful attention. They have been presented lucidly and 
references made to legislation in foreign countries are particularly instruc- 
tive and valuable. 

It is suggested that a minimum subscribed and paid-up capital should 
be prescribed for all banks according to the population of the town or the 
city in which they are situated. However, one feels that the %ures 
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br^jiitloned by the author are pitched a bit too high. For example, for towns 
of population between 20,000 and 50,000, the minimum figure recommend- 
ed is Rs. 2,50,000. As a matter of fact, in cities with a population of 
nearly a lakh and a quarter, Co-operative Banks are known to be working 
very successfully with a capital of less than Rs. 2,00,000. These banks 
are proving very useful to the middle-class citizen. 

State 8U|)ervision in the matter of audit and bank administration 
should be made more stringent, in the opinion of the autlior, than it is 
at present, He proposes that a separate Bank Inspection Section under 
the headship of a Director-General of Banks should be added to the 
Finance Department of the Government of India. There should be also 
an Inspector-General for each province with Insi)ectors and others to 
assist him. These officers should have the power to go into all books and 
recorils kept by the banks and to make thorough investigations into and 
submit detiiiied reports about deposits, debts, credits, reserves, etc. 

Several countries have created official agencies for this kind of 
supervision and check. However, where government is alien and not 
responsible to the people of the land, as is the case in India, there is the 
danger, that bureaucratic interference may cause mistrust and suspicion. 
The greatest care would have to be taken, under these circumstances, to 
ensure that governmental action would be entirely above any suspicion 
of partiality, apathy and patronage. State regulation must be a help ainl 
not a hindrance. 

One would agree witli the author that foreign exchange banks must 
be brought under control as well as the Indian Joint Stock Banks. They 
must be made to keep adequate resources to meet rupee liabilities, to 
publish statements about their Indian deposits, liabilities, advjinces 
nnd discounts and to maintain a certain percentage of qualified Indians 
in their higher grades of service. They must also submit themselves to 
inspection by government officials. Countries like Italy, Japan, Denmark, 
France, Ozecho-Slovakia have put restrictions like these on foreign banks 
operating in their territory. 

Many other suggestions made in the book are quite useful— for 
example, the suggestion that a minimum percentage of reserves against 
deposits be made compulsory or that loans to single firms, companies or 
individuals (including directors) should be restricted in amount and in 
duration. One would whole-heartedly support the author’s view that full 
and clear statements of assets and liabilities must be published by the 
banks at short intervals and not only in English but also in the 
vernaculars of the province. 

The price of Re. 1 for a small booklet of 28 pages must be considered 
to be exorbitant. 

M. R; P. 
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The International Aspects of Inbian Emigration, by Dr. Lanka 

Bundaram. Pp. 37, Price 2s. 6d. East and West, Limited, London. 

The author wrote a series of articles last year on the subject of Indian 
Emigration in the Asiatic Review and they have now been issued separately 
in book-form. A n amount of information has been compressed in these 
pages and those who are interested in the problem of Indians overseas 
would read the book with benefit. A short historical account of Indian 
Emigration during the last century is followed by a discussion of the 
economic factors in which Indian Emigrants have to live. One is 
amazed to learn that the monetary value of the vested interests of Indians 
overseas works up to a total of £200 millions at a moderate estimate ! And 
‘this estimate does not touch e^ren the fringe of the problem/ The chart 
given on pages 12 and 13 is equally instructive. It shows that Indians 
have migrated to till parts of the world. They have in all cases made 
remarkable contributions to the development of the country of their 
adoption. This loyalty and ability of theirs have been tCvStified to by 
different committees and individuals, including Mr. Winston Churchill. 

And yet serious encroachments have been made upon the lawful 
rights of Indian settlers by practically all American and African colonies 
to whom streams of emigration flow. The author has made a brief 
reference to prohibitory legislation against Indians in different countries 
like United States of America, Costa Rica ; French Indo-China, Dutch 
Indies, Panama, Australia, Canada and the States in Africa. It [makes 
very sad reading. Even the glory of being a member of the British 
Empire is no shield for the protection of the honour and self-re 3 i>ect 
of the Indian citizen in the British Empire itself. The Cape Town 
Agreement of 1927 and the magnificent services rendered by the Rt Hon. 
Srinivasa Sastri as the first Agent in Africa of the Indian Government 
are perhaps faint silver lines in an atmosphere which is otherwise very 
dark and profoundly gloomy. 

The reader would wish that the writer had given a more detailed 
account of the indentured system. He has obviously taken great pains 
in collecting his information. The price of 28. 6d. for a small booklet of 
37 pages is, however, too high for the Indian reader to afford to pay, 

M. R. P. 


Fixation of Wages in Australia, by George Anderson, published 
by Messrs, Macmillan & Co,, Ltd,, Melbourne, 1929. Pp. 508. 
Price 21s. net 

Fixation of Wages in Australia is a very welcome addition to the 
literature on industrial remuneration, particularly as it is affected by 
legislation. Although the book is intended mainly as a work of reference 
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6n legal practice and theory affecting Wages in Australia yet it throws 
considerable light on the need, possibilities and results of minimum wage 
legislation as well as on laws a<ljudicating between employers and 
employees on the vexed question of fair and e(iuitable remuneration for 
industrial work. 

The book has been divided into two parts. In Part I, Mr, Anderson 
describes the powers and functions of the Federal and the State 
Arbitration Courts in Australia- The Fedciral Courts derive their 
authority from the Commonw^ealth Conciliation and Arbitration Act of 
1904 as amended in 1920 and 1926 which authorises the courts to require 
the parties to an industrial dispute to refer their cases to it for arbitration 
and award which is binding on the parties concerned. The various states 
have besides a number of x\cts and tribunals which exercise similar 
functions. . As a result there hasT)een a considerable amount of over- 
lai)ping and duplication of awards. It has, however, been agreed that no 
State Law can disturb, vary, or affect the award of the Federal Court 
which is tlnis regarded as a superior (;ourt, although each is independent 
of the other. 

In Part II, the author discusses the law as it affects the fixation of 
wages in Australia. The consensus of legal opinion as judged by the 
trend of numerous legal decisions is for the Courts to insure that every 
workman shall have a wage which will maintain him in the highest state 
of industrial efficiency, which will enable him to provide his family witli 
<all the mah^rial things which arc needed for their health and physical 
well-being, enough to enable him to qualify to discharge his duties as a 
citi'/en. These include enough of w'holesome, nutritious, and sufficiently 
a|)petising food, a decent house containing at least four rooms, taxi hire, 
school fees, subscriptions, newspapers, charity, amusements, toys, stamps, 
stationery, etc. In 1907 such a basic or living wage for an unskilled 
labourer was fixed by Justice Higgins at 42 shillings per week. This 
living wage, however, varies according to the cost of living and has been 
more than doubled since 1918 according to the movement of prices, etc., 
recorded by the Commonwealth Statistician. The Courts also award jin 
extra or secondary wage for arduous and dangerous work and for occupa- 
tions requiring more than ordinary skill or intelligence. The wages of 
women and boys are also similarly determined by law courts according 
to their cost of living. 

Mr. Anderson has taken pains to quote at length the judgments in 
important cases to substantiate every statement of theory and practice. 
In the opinion of the author minimum wages legislation in Australia has 
artificially raised the cost of living and offers no inducement to the 
worker to increase his efficiency. It has also increased the labour cost 
per unit of production in Australia and has necessitated successive 
P.13 
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increases in the tariff in Order to emRi)le industry to bear the increasing 
cost of labour, thus involving the country in a vicious circle of ever- 
ascending costs and prices. Advocates of ininiinuin wages legislation in 
India would do well to bear in mind these obvious evils of this much 
desired legislation. 

R. B. G. 


I)KVici.omENT OF Indian Railways by N. Sanyal, M.A, (Cal.), Ph. D. 

(London), Lecturer in Transport, Department of (V>minerce, Calcutta 

University. Published by the Calcutta University in 1930. 

Pages 397. Price not mentioned. 

This book is an interesting [historical resume of the development of 
Indian Railways from the earliest times up to the year 1028-29. Chaiiter I 
deals with the early schemes of an experimental nature before tlie year 
1850. Soon the policy of Lord Dalhousie began to bear fruit, and 
“ after years of anxious struggle the Companies won tlic battle.'^ Chapter 
II deals with the ‘‘old’’ Guarantee System and is confined to the period 
1850 to 1868, wherein “ the policy of securing the construction of railways 
in India by iirivate companies receiving guarantees of interest (of 5 per 
cent) on their capital outlay was vigorously carried into efh'ct . , . , and 

remained in force until 1868, when it found a check at tlu^ hands of Lord 
Lawrence’s Government.” The Mutiny of 1857 proved the urgency of 
more rapid development,* In 1858 the Parliament}! ry Committee was 
appointed “ to enquire into the causes of delay.” The Committee recom- 
mended certain simplifications of the arrangement by a “judicious 
adherence to the spirit rather than the letter of the contract ” with a view 
to securing united action for one common object. 

Other miscellaneous questions relaJnve to the General Results— 
Financial, Working, and Traffic— and the developiTumt of rates and fares, 
are also examined with a view to tracing their gradual growth. As early 
as 1856-57 Colonel Pears drew the attention of the Government to the 
need of lowering fares and rates in Madras. “ It was shown that compared 
to England where a labourer could travel 18 miles for a day’s wages an 
Indian labourer could hardly travel four miles with a day’s earning. 
The accommodation again was much less comfortable. The framing of 
charges on an analogy with England was strongly condemned, for, while 
Great Britain was characterised by industry, wealth, intelligence and 
energy of the highest order, India was just emerging out of disorder and 
depression. The main object of the Government in introducing railways 
was, in the opinion of Colonel Pears, to provide better and cheaper 
transit for the country, and it was rash to expect high profits from them 
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from the very beginning/^ With this view the Court of Directors were 
wholly in agreement. Thus the State began to take keener interest in the 
question of rates and fares. By 1865 the principle of fixing maximum 
rates was adopted with a view to safeguarding the interests of the 
public. 

Another question of importance dicussed in Chapter II relates to 
the provision of adequate feeder roads to supplement the efforts of the 
railways towards securing easy transport.’^ Stations in India have been 
constructed often two to four miles away from the busiest parts of 
the towns they are meant to serve. This has made the problem 
of approaches and feeder roads all the more difficuit, and has perma- 
nently added to the cost of all classes of transport in India. Adequate 
approaches have not been constructed in many parts of the country even 
yet, and, as Dr. Sanyal rightly observes, “ the conxSt^quences of this may 
become increasingly S(;rious with the growth of road motor transport- 
ationl^’ — a fact that has ])roved too true. 

In Chapter III a critical o^stimate of the Old Guarantee system is 
made and its weaknesses exposed. Attempts were also made to form 
unguaranteed companies but with no success. Hence a modification of 
tlie old Guarantee system w^as made the obj(‘ctive. The State claimed 
Unit for various reasons it was desirable to acquire the lines as soon as 
possil)le. “The experience of the Government of India, the serious 
burdens that the construction of railways by private agencies entailed 
upon the State, and the difficulties of ensuring economy and checking 
extravagance, led Lord Lawrence's Government to advocate direct state 
construction and management.” According to Lord Lawrence, it was 
wholly unreasonable and against the true interests of the country “ to 
continue a system under which the revenues had to bear the whole risk of 
loss and could derive no direct profit, in preference to one, which with no 
greater and probably much reduced risks, could entitle the public to the 
whole of direct profits, making them available for reducing taxation or 
preventing the imposition of new burdens.” Lord Mayo also agreed with 
these views, and in 1869 the Government of India again pressed for a 
definite change in the policy. The need for more effective control was 
recognised, and attention was drawm to economy and to the careful 
avoidance of all expense not required for the stability of the works or for 
the accommodation of the traffic. Hence a new financial policy had to be 
worked out, the adoption of which led to the introduction of many new 
schemes by the State. This entailed very heavy expenditure to which 
the attention of the Parliament was drawn, and from 1871-1874 a Select 
Committee on Indian Finance enquired into the question. In 1874 
several restrictions were imposed upon the activities of the State. Another 
Select Committee of the Parliament limited the borrowing capacities, the 
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rule being that no new works should be undertaken with borrowed money 
unless likely to repay the interest on their outlay. This put a further 
brake upon the activities of the State, the animal maximum amount to be 
raised in any one year being €2 J million normally. It was also recom- 
mended to raise loans in India “ unless the difference in the rate of 
interest was so considerable as to afford full compensation for the dis- 
advantage of borrowing in England.^’ Tliese recommendations were 
followed by the State. 

The narrative of how the construction of railways was carried into 
practical effect is an intensely absorbing piece of information, but it 
cannot be reviewed here for fear of making the review unduly lengthy. 
This is followed by the description of the various gauges adopted in 
India, wherein the “how” and “ why ” of their being adoi)ted is also ex- 
plained. Mention is also made of the Acts that have been passed by the 
legislature in India to secure the interests of the pui)lic and to confer all 
possible benefits upon the country. During tlu‘ period under revii*w, 
the question of rates and fares was again ventilated to consider whether 
any further reductions were possible, and attempts were also made 
to adoi)t a simpler system of classifying goods and fixing their rates. 

In Chapter IV problems relating to Management, Control, Progress 
of Work, and results obtaincjd during the period 1869-82, are discuss(‘d at 
some length. For purposes of financial administration Indian railways 
were classed under two heads in 1881-82— (1) the Guaranteed Railways, and 
(2) the State Railways. The E.LRy., which was purchased by thc‘ State 
in 1879 but was left to the company for management, found a special 
class under the heading; “State lines worked by Company.” All other 
companies that had been started under the new policy were known as 
“Assisted Companies ” the nature of assistance being different for different 
cases. 

From 1869 to 1881 the total mileage of railways increased from 
4,265 to 9,875 miles, the average increase being 468 miles per annum as 
compared with 250 per annum of the previous period. These figures 
speak for themselves.. In the later part of the chapter figures for capital 
outlay, costs, and several * other financial results arc worked out. The 
Companies’ lines yielded 6’20 per cent, while the Btate lines only 2*15 per 
cent During this period the State suffered a net lost of about £15 million 
exclusive of interest and losses due to exchange. 

Chapters V and VI are concerned with the history of railway 
(l(>velopment during the period 1882-1902. The policy of State construc- 
tion did not bear fruit as was anticipated. Much of the capital was 
devoted to the construction of military and strategic lines on the N. W. 
Frontier, with the result that the State lines were burdened with a large 
amount of unproductive debt. Then followed a series of severe famines 
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m different parts of the country. Hence arose tlie question of the 
comparative merits of the railways and the irrigation works, as an 
insurance against famines. The Famine Commission of 1880 emphasised 
the great importance of railways, and an immediate addition of 5,000 
miles of railways was strongly urged. The State not being in possession 
of funds had to seek the help of Companies once more. In 1883, the 
government pressed the Secretary of State for extending its powers of 
borrowing and for financial arrangements that might ensure a rapid 
development of the railways. A Select Committee was appointed in 1884 
to thoroughly investigate the question. The committee reported favour- 
ably. Ultimately the policy of companies’ lines side by side with state 
lines had to be adopted, the agency for construction and management 
to be determined according to tlie merits of each case. The remaining 
l)orlion of Chapter V gives the historical details about the working of 
the new policy, wliich pre.sents a rather dull reading, though valuable from 
the historical point of vie\v. Minor ])roblems relative to financial 
administration and Ic^gislation also find a place in Chapter V, wliich need 
no special mention 

With regard to railway rates and fares, the pia-iod under review’ is charac- 
terised as one ‘^of competition and rate adjustments.” In 1885, the 
Covernment proposed the establishment of a Clearing Hou.se for Indian 
Railways, to settle all inter-railway disputes, and to secure unification 
and simplification of rates and classific^ation of goods. In 1887 maxima 
and minima rates were fixed by the State to protect tlie public interests 
on the one hand, and to secure the State against reckless and ill-consi- 
d('red charges that might im])eril the financial stability of the Goveniment 
on the Ollier. The Resolution of 1887 is considered to be the most 
important document in the matter of rates policy of Indian raihvays. 
Tk(i Companies w^ia-e allow’ed full liberty within the maxima and minima 
rates. Facilities for through rates and services were urged, undue 
preference was condemned, and the classification ]>revailing on the E.I.Ry. 
was recommended to be adopted by all companies. 

Chai:)ter VI is devoted to the study of facts and figures relative to 
main\gement and control of the raihvays during the period 1882-1002. A 
review of the progress of work during this period is made, where in some 
important changes have been indicated. After years of losses, the rail- 
ways in India began, in 1900, to show’ some profits to the State. The 
net gain during 1900-02 was about Rs. 175 lakhs. The growth of traffic 
during the period was very large. The number of jiassengers cai-ried 
per annum increased by 234 per cent and the tonnage of goods by 207 
per cent between 1882-1902. The increase in mileage was 158 per cent. 
In spite of the lower charges the income from passengers and goods in- 
creased by 152 per cent and 109 per cent respectively during this period. 
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Attention has also been drawn to the .fact that the railways have 
wholly ignored the conveniences of the third class passengers, and the 
less-paying first and second class passengers have been given all attention. 
The corrupt practices of the railway officials have also been shown in this 
chapter. Several other deficiencies in the working of the railways are 
also noted down. 

Chapters VII and VIII are devoted to the historical survey of the 
railway development in India during the period 1903 to 1924-25. In 1901 
Mr. Robertson was appointed to enquire into the administration and 
working of the Indian Railways. The question of “ State vs. Company’^ 
management was the main thing that engaged his attention. He consi- 
dered state management to be disadvantageous, and recommended that 
all lines be leased out to companies. Public opinion in India, was 
however, opposed to company management of foreign origin, and insisted 
on state management. In 1908, Mackay Committee examined the problems 
of Indian Railway finance and administration. Again in 1920, the Railway 
(Committee under the chairmanship of Sir William Acworth was con- 
vened to consider the question of management and financial control. The 
Committee recommended the separation of the Railway Budget from the 
Central Budget. On the question of management the Committee wen* 
however divided. The Chairman’s party favoured State Management 
and the other party advocated Company managemcint of the Indian domi- 
cile. In regard to the raising of capital, the Chapman’s i)arty considered 
the State to be the only agency for raising loans, whereas the other 
party recommended that loans may be raised both from the public and 
private agencies. After a good deal of fight, in 1924, the Budget was 
separated by legislature, and the policy of State management was finally 
adophnl. Accordingly in 1925, the E.I.R. and G.I.I’.R., were taken over 
to i\m State management. Proposals to re-organise the Railway Board 
were also made by the Acworth Committee. Mo,st of their recommenda- 
tions were accepted by the Government. The formation of Railway Rates 
Tribunal, and of the Central and Local Advisory Councils, as also the 
question relative to gauges were also considered by the Committee, and 
rcco mm endation s made. 

In Chapter VIII facts and figures relative to administration and 
working during the period 1903 to 1924-25 are given in detail. The 
total mileage on 31st March, 1925, was 38,270 miles. The progress of 
railway construction was slow in the pre-war period ; and during the 
war activities were more or less suspended. In the post-war period pro- 
gress was handicapped owing to high prices and wag(is. Details about 
the financial results are also given. Daring this period the net earnings 
of the railways rose from Rs. 18*9 crores to Rs. 45*4 crores a year, and 
the average percentage of net five-yearly earnings to the total capital 
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Outlay varied between 5 2 per cent and 5*8 per ceut. The hi^^host percen- 
tagfe yet obtained in the history of Indian Railways was 8*09 per cent 
in 1918-19. In 1921-22 a setback was a^niin experienced, and railways 
again became a burden to the state. By persistent economy condition 
again improved in 1924-25. There has been a steady growth both in the 
passenger and goods traffic during the period under review. Goods 
tonnage increased faster than passenger traffic during the war, the growth 
being about 10 per cent as against a nominal imwease in passengers. 
Tlie post war i)ass(inger traffic sliowH a growth of 32 per ccait while goods 
tonnage increased by 17 per cent only. Other interesting details re. the 
growth of traffic are also given. The working results are also giv(a\ 
in minute detail. These, however, present a dull reading, and an; collected 
a little incoherently. 

In Sections G to 11 of Chapter VIII several interesting problems are 
discussed. Among these arc. War and the Indian Railways ; Measures 
for Kconomy and Improvement. Grievances of Third Class Passengeis . 
Neglect of Indigenous Industries, and the Policy of Stores Purchase ; 
Indianisation and Staff Probhuns, and other Miscellaneous Problems 
relative to Statisti(;s, Audit and Accounts, Advisory Councils, Accidents, 
etc. Dr. Sanyal seems to have taken gnaxt paims in collecting information 
ill regard to these to[)ics, whicii is of a valuable character. 

Chapter IX is devoted to the development of the railways that has 
taken place during the four years 1924-25 to 1928-29. As recommended 
by the Acworth Committee railway accounts have been separated from 
the central accounts. This change has been highly beneficial. The Le- 
gislative Assembly and the Council of State have begun to takii an 
increasing interest in all railway matters, jiarticularly of a semi-political 
nature. Such a control by Legislature lias proved to be satisfactory so 
far, but it is feared that ‘‘ the Railway Board will be facinl with great(‘st 
difficulty in keeping a balance between the commercial administration 
of the railways and the political demands of the legislature.' As Dr. 
Banyal rightly observes ; “ The time has perhaps come to discuss and 
devise a new machinery, for the control and administration of the railways, 
which while ensuring proper regard for the interests of the country, will 
secure expert and independent management of the lines, free from 
the dangers of too much political interference.'’ 

In section 2 of this Chaptiw certain outstanding events such as the 
Electrification of railways, Rates Advisory Committee, Workshops Reform, 
and Publicity, are discussed at some length, which are at once interesting 
and illuminating. In sections 3, 4, and 5 of this Chapter statistical details 
about the Financial, Traffic, and Working Results during the period under 
review are given with elaborate minuteness together with illustrative 
charts and diagrams all of which give us a vivid idea about th(i progress 
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of railways during the period. In section 7 of the chapter reference is 
made to the rwer-iiicreasing motor competition on the roads, which is 
l)eginning to be felt by the railways nowadays. Then follow the con- 
cluding remarks in section 8, which close the tale of railway development 
up to 1928-29 in a fitting style. 

Such is the story in brief of the railway development. The book is 
indeed an interesting compendium of information, and deserves a close 
reading of all students studying transport for their post-graduate courses. 
The interest of the story is constantly kept in view by the author, though 
at places the reading is rendered dull and dry owing to the incoherent 
display of figures. This defect could have been well obviated l)y the use 
of a few more charts and diagrams. 1 congratulate the author, all the 
same, for the excellent book he has written. 

B. S. A. 


i Statistics in Social Studies. Edited by Stuart A. Rice for the American 
Statistical Association, published by the University of Pennsylvania 
Press. Price 12s. 6d. net. 

This book is written by twelve different statisticians of note of the 
various American Universities, with a foreword by the Editor, Prof. 
Stuart A. Rice. The attempt is indeed a novel one, and is designed to 
suggest ways and means to measure the immeasurable. Twelve different 
topics from the social field are chosen, and each writer makes a special 
study of the social problem undertaken, the object being to indicate tlie 
development of statistical method in social sciences. 

Paper I on “ The HUtorim-Stal 'i^^ Approach. f,o Social Studies ” 

is written by the Editor, Mr. Rice, wherein he has remarkably shown 
how the genetic and historical studies can be pursued in relation to the 
statistical details available in the social fiehl in much the same way as 
such studies are feasible in the commercial and financial problems, the 
only difference being in their degree of accuracy. Social studies, though 
less certain at present, are likely to yield quite satisfactory results in 
the future provided sufficient care be taken to collect data relative to such 
social studies and with tlie same vigour as is evidenced in the commercial 
field. The uses of such historical statistics of social and sociological 
data would be many, particularly of “serving the public good.'’ But 
there are several difficulties in pursuing such a study— want of incentive, 
loose character of the data, difficulties in defining the units, etc.,— all 
which will have to be got over, if social studies have to be carried on suc- 
cessfully, and some “ social index ” will have to be worked out 

Paper II on Statistical Studies of Marriage and the pamily ” is 
written by Prof. W. F. Ogburn of the University of Chicago. In this 
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is explained the extreme inadequacy of the statistical, data available in 
different parts of the world. The difficulties are oxplaincMl, and ways 
and means are suggested to improve upon them. Methods to correlat(' 
sucli data with different social statistics and phenomenon are also shown. 

Paper 111 on Siatlsiieal Studies of Health and Medleal Care is 
written by Prof. Hugh (barter of tlie University of Pennsylvania. 
Herein are examined the various difficulties that present themselves of 
defining the units, and of sampling, etc., which rec(iive detailed consi- 
deration. 

Paper IV on Siatisiieal Studies of Depe/ndenrj/ ” is written l)y 
Prof. Ralph G. Hurlin of the Russel Sag(i Foundation. Statistics 
relative to dependency are fairly (‘oinpletely availal)le for diflerent 
nations, yet they hardly justify ariy conclusions of any value. This is 
too trii(\ Prof. Hnrlin fliscnsses this })rol)lein with great ability, and shows 
how .an iinprovement can be brought about in dealing with such 
statisti<;s. 

Pai)er V on “ Siaiisiieal Studies of Ihiee JteJations ” is written l)y 
Prof. Donald Young of the University of Pennsylvania. Hucli a study 
is needtid to know the developimait of social stains of a race. The 
subject-matter presents an interesting reading, tliough th(‘ value of such 
a study is more or less problematic. Th(‘ field is as y(‘t little explored. 

The next two studies- “ Of Crime ciud the Adminlsirution of Juslire " 
by Prof. C. E. Gehlke of tiie Western R(‘S(a*ve University and “ The 
Ikgmnirujs of Judieial StaUstics ” by Prof. 1 j. C, Mai'shall of the 
Institute of Law, John Hopkins University— -are an attempt to show how 
crimes can be measured and what difficulties have to be encountered in 
measuring their extent; as also to gauge the extent to which dispensation 
of justice can be measured. The latter study is spc^cially fruitful in 
pointing out the way in which judicial statistics can b(‘ made more 
complete. 

Studies Nos. VIII and IX “ Prohibition : Stxiiistieril Studies of 
.Enforcement and Social Effects by Prof. John C. Gebhart of tlu^ 
Association Against the Prohibition Amendment, and Fidlacies in 
Prohibition Statistics " by Prof. Herman Feldman of Dartmouth 
College are by far the most interesting studies in tlue whole book 
specially the former which is at once practical and (jomplete with the 
latest statistical data. The liquor problem is indeed a big problem to be 
faced in all civilised countries of the world. Prof. Gebhart deserves 
congratulations for liaving made such a thorough enquiry into the liqour 
problem in the city of New York. His charts and diagrams deserve 
special mention ; for tlieir illustrative value is beyond doubt. Comparisons 
with foreign countries make the problem still more realistic. The 
fallacies pointed out by Prof. Feldman are noteworthy inasmuch as 
F. 14 
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these try to criticise what Prof. Gebhart has tried to estiiblish in the 
foregoing study. Study No. X A Critical Examination of Certain 
Prohibition Statistics ” by Prof. Fisher further* tries to criticise the 
statistical data presented in study No. VIII of Prof. Gebhart. These three 
studies are complementary to one another, and prove that Prohibition 
has not been much of a success. 

The last two studies are by far the most mysterious. In Study XI 
Prof. Rice tries to study the '^Social Attitudes and Public Opinion'' 
statistically. The Commentary of Prof, Thurstone is significant. The 
last study of Prof. Kirpatrick is concerned \\\i\\ Personality and Per- 
sonlity Maladj'ustinoit." It is equally intt ‘re sting, and as mystifying as 
the previous one: Both these studies aim at measuring the most 
immeasurable items in the field of social statistics. 

Thus the whol(^ book is an attemi)t to measure the social phenomenon 
with a greater degree of certainty than has been possible hitherto by 
statistical method, and by an analysis of facts and figures about tlu; society. 
The book would form an excellent introduction for all students of 
statistics, who asi)ire to carry on research into the social problems 
statistically. It des(irv(\s a careful rea<ling at the hands of all Indian 
students who desire to take their M.A. degree with Statistics as one ol: 
the optional subjects from any one of the In<lian Universities wliere this 
subject is taught. The book is excellently written and deserves all 
praise and no blame.’' 

B. 8. A. 


Economic Invjsstications in the IlYDEnAnAo State, 1929-30, Volume 
I, (General Survey), by Mr. S. Kesava Iyengar, M.A., Special Officer 
for Economic Investigation, H. E. H. the Nizam’s Government. 
Published by the Government Central Press Hyderabad (Deccan); 
pp. 178-fix. Price Rs. 5 or 7s. 6d. 

The investigations were made by Professor S. Kesava Iyengar and 
his assistant under the orders of H, E. H. the Nizam’s Government with 
the objects of ascertaining— 

(i) the sizes of agricultural holdings; 

(ii) to what extent the holders cultivate their land and on what terms 
and the conditions on which they sublet to others ; 

(iii) to what extent the registered holders of land have been dispossess- 

ed of their holdings during the last 25 years ; 

(iv) the extent of the indebtedness of the existing holders; and | 

(v) the manner in which the holders obtain their seed and dispose of 

their produce. 
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At first the investigations were made in eight villages of the district 
of Mahboobnagar and Nizaniabad in 1928. Further investigations were 
made in 48 villages of the districts of Nanded, Aurangabad, Warangal 
and Raichur during 1929-30. The investigations were thorough and 
complete. 

Professor Iyengar with his assistant ‘camped in each village for 
several days and obtained tliere information by interrogating the head 
of each family and by examination of village records ami hooks and 
documents produced by moneylenders.’ Mr. Iyengar says that the coopera- 
tion afforded by the villagers in the carrying on of tlie investigations was 
on the wliole laudal)le and no need was felt at any stage of the inquiry 
for either police assistance or the iis(‘ of magisterial powers. 

This volume is divided into six parts; tlio most important of all is 
the first wdiich gives the geiieral survey of the cojjditions in all the six 
districts. The otlier five |)arts contain notes on economic investigations 
in each districl;. Oji account of tlie scope of investigation being narrow, 
the information contained in the report does not give us a complete picture 
of the economic conditions of tin; people living in the rural areas of the 
Hyderabad State. Nevertheless it contains information which has a great 
economic value. The average size of holdings in the villages selected 
for investigation varies from about 8 acres in the Warangal district to 
about 27 acres in Mahboobnagar. Thus tlu^ average size of holdings in 
the Htate is greater than that of most of the Provinces of British India. 
But the land is of poor quality and Professor Iyengar thinks that 15 acres 
of dry land or 5 acres of wet land in the State would liave a sufficient 
productive capacity to support a family at a reasonable standard of 
comfort without any help from outside sources. JudgiMi by this standard, 
more than 50 per cent of the cultivators were found to possess uneconomic 
holdings. Similar investigations with regard to uneconomic holdings should 
be carried on in different provinces of British India at an early date. 

The economic condition of people living in the Hyderabad State 
does not seem to be better than that of people living in British India be- 
cause we find that iinderfeeding by vStifling appetite is being resorted to by 
a large number of families in the State (page 23) and the non-mortgage 
debt alone per resident family varies from Rs. 72 in Mahboobnagar to 
Rs. 126 in Aurangabad District (page 29). Moreover, we also find that the 
position of landless labourers in the districts of Raichur and Warangal 
is far from satisfactory and the terms under which the Baghelas work in 
the Warangal district are discreditable to both employers and employees. 

We hope that His Exalted Highness’ Government will study this 
valuable report very carefully and will soon take all necessary steps to 
bring about rapid improvement in the economic condition of the people 
of the State, 
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Wo cojigTatiiliilio Mr, Iyengar for writing the ox(x?llont report and 
wo oonirnond it to all the students of Rural Economics for careful study. 

I). S. D. 

Tino Khsi^ntialb of Ffdkkai. Finance, by Mr. Gyan Chand, M.A., 
DepartiiH'iit of PvconoinicB, Patna College. Published by Oxford 
University Press, London, pp. 4194- xvi. Price Us. 6d. 

The book under review is a very timely contribution to the problem 
of financial readjustment in India. The arguments of the book are based 
on tile assumption that India will be self-governing in a very large 
measure in th(j irniiKHliate future. Tlie book contains ten chapters. The 
first chapter gives tlu^ i)roblems to be discussed in the body of the book. 
The next three chapters give the history of IVovincial Finance and bring 
into relief the defects of Meston Settlement. In the fifth chapter the 
financial settlement in some of the federal stat()s of the world are sum- 
marised. The sixth cliapter shows how the re-allocation of the souicOkS 
of income should take place in the Indian Federation. Witli regard to 
the existing resources, the author does not think any re-allocation necessary, 
lie would leaver custom, salt and incoimvtax to the (vcaitral Government, 
lie suggests re-imposition of cotton ex<dse duty, doubling of the salt 
tax, imposition of a tax on tobacco, increase in imjiort and (‘xport duties 
and increase in the rates of Mie incom-tax with a vi(‘W to increase tlie 
resources of the Central Government to tlie extent of crores of rupees 
per annum. To increase the resources of the Provincial Government 
lie suggests the imposition of Inheritance- tax and a tax on the capital 
value of land. It appears to us that the author has not carefully 
considered the incidence of all the new taxes that h(i has proposed. 
Taxing of tobacco, the doubling of the salt tax and tlie re-imposition 
of cotton excise duty would greatly increase the burden of taxation 
on the poor classes of the peoples, which is already much heavim* than 
that on the middle or the rich classes. If the suggestions of the 
author are followed the Indian tax system would become still more 
inequitable. Undoubtedly the suggestions of the author are tentative and 
if any need is felt for additional taxation when the Federation of India 
has been accomplished only those taxes shouhl be levied which would fall 
mostly on the rich and middle-class people who, for some reason or other, 
are being lightly taxed at the preKsent time. 

In the seventh chapter the author discusses the problem of the 
r(i-di6trihution of revenue. He strongly urges the Central Government to 
reduce the expenditure by 10 crores of rupees per annum and suggests 
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the f;ranting of subsidies mid sjiecial initial assignment by the Oentral 
Government to the Provineial Governments as follows: — 


Provinces 

Subsidies 

Special 

assignments 


Lakhs of Bs- 

Lakbs of Rs. 

B(‘ngal 

407 

175 

U ri i ted Provi n ccs 

454 

100 

Madras 

423 

~ 

Bihar and Orrisa 

340 

300 

Punjab 

20G 

— 

Bombay 

104 

— 

Central Provinces 

and Berar 140 

100 

Burma 

132 

- 

Assam 

7G 

100 


Subsidies would bo on the basis of population and special assignments 
woul.l I )(* accord i 1 to the sixHaal needs of some provim^es. The autlior 
also snjr<^ests a pro^^ressive ioereiise in special assij^aiinents to Id crores of 
rupees in the tilth year, 'rhe payinent of special assig'mnent would 
depend upon each province fully developing its own fiscal resources. 
Jloalso su^i^ests the granting’ of subventions to the extent of nearly 
two cror(\s of rupees for specilie purpose like road d(‘velopinent. The 
seheine uinloubtedly desca’ves careful consideration. We feel that Provin- 
cial autonomy would be impaired by the granting of assignments or sub- 
sidies by the Caintral (Government to tlie Provineial (]roverninent under any 
condition. Tlierefore instead of in(;reasing the resource's of th(^ (k^ntral 
Ciovernment wc would like to increase the revenue of the Provincial 
( ioverninent by transferring some sources of revenue from the Central 
to the Provincial and by g’iving tlie Provinces niore powers of taxation. 
It would be much bettea* if the Indian Central Government is allowed 
to retain most of tlm indirect sources of taxation only, while tlie Provinces 
arc given powers to levy all forms of direct taxes. 

In th(^ eighth chapter the question of financial relation between the 
Central and l*roviiicial Government has been thoroughly discussed and 
the suggestions havi^ been made for the formation of the National 
Finance Commission and National Loans Council. What the fiscal 
relations of the Indian States with British India should b(* is given in 
the ninth chapter. The last chapter gives the necessary conclusions. 

The diagrams given after page 82 are not sufficiently self-explanatory. 
The book contains many original ideas and is very thought-provoking. 
It will surely be useful to all those who are interested in the problems of 
Indian Federation. It will also be useful to the students of Economics. 

D. S. D, 
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Hydrostaticb by D. K. Sen. Messrs. Macmillan & Co. pp. 24*2. 

This volume will be a suitable text-book lor those students who have 
only a very elementary knowledge of the symbols and operations of 
cnlculus to start upon. The book introduces the reader to the subject 
of Hydrostatics in a simple and interesting way without sacrificing 
mathematical rigour. Even in the exposition of the elementary theorems, 
the author has avoided the usual sort of loose thinking and reasoning 
which is (juite common in many text-books on the subject. Demonstra- 
tions by elementary methods have also their advantages and along with the 
alternative (and the powerful) methods of calculus tliey may serve as a 
safe g-iiide for those who hope to pursue the subject in more advancinl 
treatises in future. 

Tlie arrangement of chai)tors and the development of tluj subject 
is clear and distinct. Throughout the book argumemts and calculations, 
aided by diagrams where iK^cessary, are set out clearly. There*, is a good 
number of illustrative examples which serve to make clear some of tlie 
points which often trouble the beg'inner. The chapter on centre of 
pressure is written at length ; and alternative methods, well illustrated 
by examj)les, have been given. The l>ook gives a fairly large number 
of problejus to solve with a nice selection at the end of each chapter for 
the more ambitious studejit. 

The book is well printed and the publishers deserve congratuhitioiis 
on its good get-up, 

A. C. Banerji 


A MoNOCniAPH ON THE SEPARATION OF EXECUTIVE AND JUDICIAI. PoWERH 
IN British India, by Naresli Chaiulra Roy, M.A., Lecturer in 
History, City College, (Meutta, 1931. Ra 5. 

Th is small book is a very lucid exposition of the desirability of tlu^ 
separation of Judicial from the Executive powers. The author argues 
that the legislature may lay down good and wholesome laws. But they 
would not be of any avail if the}^ are not ably, promptly and impartially 
applied. The Judge therefore is the Guardian of the rights and 
privileges of the ptoiile against the encroachment of private persons 
and the aggression of executive officers. He should have the independence 
to bring under review executive action. In order to instal him with 
this indispensable quality complete separation of the Judiciary from the 
executive control is necessary. 

Chapter I contains the Introduction. The author herein talks of 
the independence of all external control being the basic quality of the 
Judiciary. He refers to the theory of Montesquieu that the three 
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branches of g’overnment the executive, the legislature and the judiciary 
should be separated and clearly distinguished from one anotlier. This 
doctrine of separation held long the imagination of the p(‘ople of Eui'ope 
and America hut in the practices of the present-day world tliei'c lias 
been a wide departure. So far as the relations between the ex(M*utive 
and the legislature are concerned tln^ doctrine has certainly been com- 
pletely thrown overboard by the leading states of Europe taking to the 
parliamentary form of governnu'nt in which the executive and the 
legislature are not only not separated but the executive is really a 
committees of the legislature. 

In chapter TI the evolution of tlie system of separation is detailed. 
It is mentioned that in the eighteenth century the administrative system 
liad absolutely broken down in India. In those rough and troublesome 
days, conc.entration of pow(‘rs and the unity of authority were the 
princi])les advocato<l and accepted. 

In Cl\apte‘r III we nnnl the history of the movement for separation 
which is very in Unresting. The controversies on the subject have betm 
fully dealt with and one point has been brought out to special prominence, 
Those who favour combination do not dis|)ute the wisdom of separation 
but they argue tliat “The true theory of Indian (Government is the entire 
subjection of ev(‘i*y (^ourt oflicer to the ofheer at th(‘ head.^’ 

In Chapter IV the evils of combination to magistracy are discussed. 

In Chapter V the argument is carried further and it is sliown that 
even higher officers of the judiciary cannot breathe the independem^e 
necessary for the maintenance of impartial judiciary. All except judg(^s 
of the High Court are subject to the iuiliieiice of the executive, so runs 
the dictum of the author, 

III Chapter VII arguuKmts against separation have been criticiseil 
and in Chapter VIII suggestions have been made for coniiilete se|)ara,- 
tion. 

The first objection against separation is that it Avould militate against 
the traditions and genius of the liulian people. The autlior replies that 
old institutions have no doubt a claim upon the reverencii of the people 
but that should not mean that a proved anomaly must not be removed 
simply because it has a history behind it. 

The next objection of the ‘ unionists ’ is that the present system 
does not really militate against the independence of tlie courts of law. 

The author calls this statement inaccurate. Here and there, there 
may be high spirited, conscientious judicial officers who are not ready to 
allow their judicial discretion to be warped but they are only exceptions 
and the general rule cannot but be that the subordinate officers act up, 
in their judicial capacity, to tlie orders and the desires of their executive 
chief. 
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Another objection which has been seriously talked about is the 
finaiKual strain which separation would bring* about. Tlie author calls it 
a. bogey raised to ward off the reform which cannot be challenged quite 
etfeetively otherwise. The author belic^vos that the amount required 
cannot be very high and there is jio reason why it cannot be foun<i when 
so much money is being spent for departments, to improve whicdi tlie 
Government have the mind. 

The author in his last eliapter enunctiates the principles on tlie basis 
of which the separation of executive and judica'al functions should be 
(Elected, He pleads that there should be separation from re(‘ruitment 
onwards. 

The executive officers have to be recruited on the basis of their 
general education and outlook. It will he unwise to demand of them any 
specialised knowledge. Those, however, who will be required to perform 
judicial duties, must have a comprehensive legal training. Liiw is, 
Ijowevei*, the life-breatli of the judges. Thorough and scientific knowlfMlge 
of law is of primary importance to them. Nor is merely the theoreticJil 
knowhidge of legal principles enough. They must have some years’ 
])ractice at the bar to get accustomed to legal procedure and the atmos- 
phere of tlie law courts. Experience of some executive departments may 
to some ext(mt broaden the outlook of the future judge. But a sufficiently 
long practice at the bar no less develops in him an insight into human 
nature and a knowledge of men and things. Besides, it gives him a 
valuable experience of the happenings behind the scenes. The law 
courts are tliemselves a training ground. Here they move in a legal 
atmosphere and come into touch with diverse people and various objects 
of study. A judge recruited from the lawyers of soiik) experiem^o hence 
(Enjoys many advantages from the absence of whi(di his colleagiu' who lias 
never before his promotion to the bench, been inside a law court, must 
suffer. 

The Magistrates should on no account belong to the same corps as 
the executive officers. They may be amalgamatiul with the Munsifs and 
the two together may constitute a separate judicial service. All powers 
of transfer, promotion, reduction, and dismissal should be vested in the 
High G)urt. The Judges of the High Court should be recruited direct 
from the bar. Though they will be appointed by the Government they 
should enjoy the security of tenure of office during good behaviour 
and they should expect no promotiQii at the hands of the Goverjftient. 
The Chief Justice thus will not be recruited from among the puisne judges 
but direct from the bar. 

The appearance of the book is opportune and the author is to be 
congratulated on the lucid exposition he has given. Methods may differ 
and different persons may produce different theories but it is agreed on all 
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kands that separation is desirable. Even the advocates of th^ “ Union 
theory ” do not dispute its efficiency, their difference conies out of regard 
for expediency. And expediency has different meanings at different 
times and it is not too much to hope that in the^ changed order of things 
expediency and efficiency would be duly weighed* 

K. 1^* 


Administration Rkport of titk Idar State for the year 1928-29* 

Idar is a small state in Gujarat with a population of 2,26,351. 
The density of population per square mile is 136. This shows that the 
state is thinly populated and the Report informs us ‘that efforts are being 
made to induce outside cultivators to come and reside by offering them 
terms as there is much cultivable land lying unoccupied and that 41 
families of cultivators from outside came and resided in the state during 
the year under report.’ The jiaternal care with which the subjects are being 
governed is indicated by the following remark: ‘The severe cold and frost 
in the beginning of February 1929 destroyed the Rabi crops and caused 
great loss to the cultivators. The budget had to be revised and expendthires 
under various heads were cAirt ailed.' We would have desired the report to 
inform us as to under what heads the expenditure was cut and what “nation- 
building departments did not materially suffer by the axe of retrenchment. 
But the same can be easily inferred from the tables No. 25 appended at 
the end in which we read that the number of pupils in A. V. schools grew 
from 659 to 1,033 and those in primary schools increased from 3,321 to 
3,942, showing that e{lucation at least did not suffer from retrenchment. 
Unfortunately, we cannot speak in the same complimentary tone when ,we 
read that “the work of revision settlement was not taken up for over 40 
years, although it had been due,” and later the same “was taken up in 
1919-20 and though ten years have elapsed, not even half the work is 
done.” In the next para the report supplies us with a table and makes a 
remark ‘ The above figures will show that only one-third of the work is 
done.’ This forced the hands of the administration to resort to an empiri- 
cal increase, which although termed ‘Sawai,’ is actually 100 per cent in 
moft of the cases. The total ordinary revenue of the state is a little above 
13 lakhs, which means that the taxation per head is about Re. 6. This is 
certainly lighter than what is borne by a citizen of British India. The 
chief sources of income are Land Revenue, 6 lakhs, Customs, 3 lakhs, and 
Excise, chiefly tax on liquor, 2 lakhs nearly. We do not find any mention 
of income-tax at all, no death duties, no entertainment tax. This shows 
that many of the taxes are indirect and that the upper strata of society fails 
F* 16 
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to contribute its quota to the revenues of the state. On the expenditure 


side the following figures will be interesting. 

Figures in 000 

domestic Charge 378 

Electric Department 47 

Palace Dispensary . . ‘ ... 5J 

Private Secretary’s Office 4 

Household Controller’s Office 1 J 


Total ... 436 

The figures show that about 4i lakhs of rupees out of 13 lakhs are 
being spent on Royal household. This is certainly a heavy charge. I 
would desire Mahatma Gandhi to appeal to Indian Princes, not to spend 
more on private account than what will be given to the officers of higher 
grade in the future National Government of India. But it is no use being 
severe on Idar State only. All know that there is the same tale to bo told 
everywhere else, whether in Native or British India at present. 

One notewoi*thy feature of the Report is that it mentions the industrial 
potentialities of the state, which deserve wider notice than its mention in 
the annual reports of state administration. 

■^R. V. O. 

A Review or Indian Cotton for the season, 1929-30. Published by 

Messrs. C/huiiilal Melitti-<& Ck>., 51 Marwari Bnzar, Bombay. 

The publication of this annual review by Messrs. Chunilal Mehta & 
Co. on behalf of several cotton associations in Bombay, New York and 
Liverpool is useful in several ways. It puts the subject into a non- 
official, business perspective. It exposes many of the popular fallacies to 
which, unfortunately currency is given by the half-baked newspaper 
tu-ticles. We would earnestly desire such reports to bo translated into 
vernaculars of the country, particularly Hindi and Gujarati. The 
present review graphically describes the period of depression that has set 
in since 1924. There can be conveyed some idea of this depression to the 
average reader if it is told that while in 1923-24, 5162 thousand bales of 
cotton were approximately valued at Rs, 1,31,89>00,00(), in 1929-30, 
6685 thousand bales were valueil only at Rs. 59,30,00,000, The Mis- 
fortune in the case of Indian cotton has been that during the past season 
it was sold much below world parity/’ but for which the aggregate 
value of the crop in 1929-30 would have been, according to the Review, 
better by at least 12 crores of nipees. The Review further says, 
Undoubtedly this loss on account of low parity price of imdian cotton 
was almost entirely due to the policy of dear money followed in this 
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country, and the consequent gradual diminution in the ciipacity to hold 
cotton. In the absence of adequate financial accommodation in the up 
country cotton was rushed into the port of Bombay and holders of cotton 
were pr'actieally at the mercy of the expfjrlers who exploited the distressed 
economic sitiiatum to their fullest advantage. This cheapness of Indian 
cotton in parity was something like a bounty to foreign spinners 
and although import duty on cotton goods was raised, this disadvantage 
was offset by the comparative cheapness of Indian cotton.’^ 

No comments are necessary ! 

-R. V. (). 

The Fall of Prices, by John A. Todd, M.A., B.L., Oxford University 
Press, London. Humphrey Milford. lOdl. Pp. 68. Price 2s. 6d. 

In this brochure, Mr. Todd discusses the causes and cures of the 
recent fall in prices. There are three causes to which this fall has l>een 
attributed. They are (1) inadequacy of gold, (2) increased production, 
and (3) decreased consumption. With regard to the first cause, after 
going into the facts of price movements and gold supply he arrives at the 
conclusion that as far as England is concerned, the verdict, up till now, 
must be the Scotch verdict of ‘Not Proven.’ As to other countries, 
complete evidence is not available, but there is a sti*ong presumption 
that what is happening there is similar. So far as gold is necessary for 
banking purposes, there is more gold available today than there has been 
ever before; and the fact that it is now concentrated in the banks, instead 
of being adrift in the pockets of the people, greatly increased its efificiency.” 
In regard to the second and third causes, he agrees with the view that produc- 
tion of goods has greatly increased and that their consumption has consi- 
derably decreased. But the decrease in consumption, he holds, originated 
in America after the Wall Street collapse of October 1929 and spread 
to the rest of the world from that country. He altogether loses sight 
of the reduction in consumption, whatever its amount — which must have 
come about in some countries owing to political movements and civil 
wars therein independently of what happened in U.S.A. But this much 
must be said for him that his theory does not seem to be without 
any basis. 

As to cures, the author does not say much that has not been already 
said. The balance between production and consumption should be 
restored but it should be by inducing Increased consumption rather than 
by t^stricting production. In his own words, A new balance must be 
struck between actual production and genuine consumption; and in the 
present state of the world it wiU be a pity if the balance comes down on 
the side of rfestricting production, for t^^ could do very well with 
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all, it can get of these staple raw materials, and any artificial restriction 
of supply is to be greatly regretted.” To stimulate consumption, he 
pleads for a reduction of prices, wholesale as well as retail, and a removal 
of all artificial restrictions like tariff walls on the free movement of goods 
throughout the world. 

And in so far as monetary difficulties may be held responsible for 
the fall of prices, they should be removed by increased gold production 
which is not impossible as new sources of gold can be discovered, and 
by economising in use of gold by having more silver currency and 
cheaper cheques. Further international gold movements which sometimes 
become necessary owing to one nation having to make immediate pay- 
ments to another nation should ho attempted to be avoided by adjustments 
through an International Clearing House which should he set up for the 
purpose. He says that the Bank of International Settlements at Basle 
established to deal with German reparations miglit very well develop 
into such a Clearing House. 

^G.D.K. 


The Development of Economic Doctrine— A n Introductory Survey 
by Alexander Gray, M.A. Longmans, Green & ( d., London, 
New York, Toronto. 1931. Pp. 384. Price Rs. 5. 

As the title of this book indicates, the book is 8iinx)ly an introduction 
to the history of economic doctrine. It is meant to be used by the 
beginner. The beginner has to hear of the tenets of the Mercantilists, of 
the Physiocrats, of Adam Smith, Malthus and others, and if he has to refer 
to works like Haney^s or Gide and Rist’sthat are “too full, top comprehensive 
... too good ” for him, he is likely to be confused. Before he goes to 
these works he requires in his hands a book' that will deal only with the 
landmarks. The book under review is of this type. It does not concern 
itself with all the different names that one coim^ across in a study of the 
development of economic thought but only with those that are typically 
representative of one school or another or those who contributed something 
fundamentally important to economic theory. For example, in dealing with 
the Middle Ages, the author has concentratcid his attention on 8t. 
Thomas Aquinas ; in discussing the Physiocrats, he places emphasis on 
Quesnay, so on, so forth* 

As an introduction* the book cannot be praised too highly. It is 
written in a very pleasing style and the tedium one feels while going 
through a book like Haney’s is not met with in a study of it in the least. 
Moreover, the economists whose theories are examined are dedt with ip 
pomprehensiye manner, Apd what may be t^arded as a very impb 
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feature of the book ivS the logical and excellent arrangement of the subject- 
matter of each chapter. 

We whole-heartedly welcome the book and unhesitatingly recommend 
it to our students. 

-G. D* K, 


Wklpark pKOnLKMH IN Rurai. India, by A. P. Pillay, O.B.E., M.B.B.S. 

Publishers D. B. Taraporewala Sons <fe Co. 

It is a welcome sign of the times that the attention of public workers 
in India is in an increasing measure being attracted by problems of social 
welfare. The need for constructive reform is indeed very pressing all 
over Indur, but nowhere is it so much of a vital necessity as in the rural 
areas. Underlying the diversity of rural problems in the different pro- 
vinces there is a substantial uniformity, and it is in the utmost interest of 
the economy of public eftort that the experiences gained in one province 
should be readily available to workers in other provinces. The book under 
review is a very welcome addition to the stock of books dealing with the 
varied problems of rural India. Two peculiarities of the book deserve 
to be specially noted. In the first place, the problem of rural reform and 
development ivS viewed in a comprehensive fashion. In fact Dr. Pillay 
claims that the point that is specially stressed in his book is that the 
general uplift and health questions have to be dealt with as a whole and 
not in compartments. Side by side with the problems of health and 
maternity welfare, which are principally treated in the book, other cognate 
matters such as population, rural administration, and sex education have 
been dealt with in outline. Part two contains a very investing and in- 
structive series of descriptions of the existing methods of rural uplift that 
are being pursued by prominent workers in the various provinces. Infor- 
mation from firsthand sources is forthcoming from such distant quarters as 
the Punjab, Sind, Bombay, C.P., and Madras. There are also thn^e very 
interesting articles on work carried on in the same field in Australia, 
United States and Great Britain. In part throe a number of useful 
practical suggestions have been offered to the would-be rural reformer. 
These emanate from people who have actually worked in the field for 
many years and are calculated to serve as guides to workers in other 
places. Many of the chapters in the book are in the shape of specially 
contributed articles by such noted social workers as Dr. M. Subramanyam, 
Mrs. D. Mitra, Miss R. Piggott, Mr. F. L. Brayne of the Panjab, Mr. L. A. 
Hogg, and Mr. Ramrai Mohanrai, The book is excellent in its get-up and 
illustrations, and should find a place in the library of all social workers 
and institutes for rural reform. Dogmatism of expression has bf^n 
avoided as a rule and hence the interested reader can rely on the material 
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for his guidance. In common with all other workers in the field 'of 
national reform the author laments the attitude of indifference towards 
such problems exhibited by the state in India. To the extent to which 
the government of this country becomes a government of the people to 
that extent only can it be trusted to be carried on in the interest of the 
people themselves. It is hoped that in the near future the responsibility 
for constructive reform at least in the provinces will be enjoyed by the 
peoples’ representatives. The present book deserves the careful study 
of all those who profess to be the friends of the rural population of India. 
The Sholapur District scheme of rural reform with which the author of the 
book was actively associated for a long time and which has been exhausti- 
vely discussed in the book will be of immense interest to rural workers all 
over India. D. G. Kl 


An Eionomio and Commercial GEOGRArnY of IndiA;, by B. B. 

Mukerjee, M.A., B.I^., Principal, B. and 0. C. Training Institute, 

Babour (Bihar). Published by Thacker Bpink & Co., (Calcutta and 

Simla. Pp. 168. Price Rs. 3-12. 

We accord our cordial welcome to the book under review, for it not 
only meets a long-felt need but is also the only treatise of its kind dealing 
with the topic principally from the Indian point of view. Consequently, 
there can be little doubt that it is a valuable addition to the already 
existing works on the subject 

The author mentions in the Preface that his book “does not lay any 
claim to originality....” This may be true; but he marshals his facts 
in such a good order and his style is so graceful that every page is a 
pleasure to read. His competent knowledge, admirable literary equipment 
and scholarly style enable him to provide his readers with a comprehensive 
analysis of those principles which are necessary for an inhdligent com- 
prehension of Geo'^economic pursuits. The descriptions, though too brief, 
bring out the salient characters of the topics concerned ; and the book on 
the whole presents a vast store of information in a highly condensed 
form. 

Readers will greatly appreciate the efforts of the author who has 
successfully compressed for their advantage the opinions of the leading 
contributors of the subject within pleasantly rt^adable compass without 
omitting anything essential. ; This will largely obviate the necessity of 
reference to other books in the course of their reading. The introduction 
of comparative figures for other countries with a few curves and diagrants 
has undoubtedly increased the value of the book ; but this would have 
been all the more enhanced had the statistical information been presented 
for the most part in diagrammatic form. Piotograms and statistical maps 
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Convey impression of relative figures more clearly than do mere figures, 
howsoever significant they may be. 

However, the main object of the author is to write a book which may 
prove really useful to students and teachers. In achieving this object, he 
has surely succeeded. The book is lucidly written in an attractive, 
entertaining, and forcible language. Paragraphs are short, numerous 
geographical details are avoided and figures are set out in well-constructed 
tables, so that it is easy to comprehend the facts relating to some })articular 
matter. 

We highly recommend this little volume for the use of all those who 
want to acquaint themselves with the economic and commercial geography 
of India. 

-S. L. A. 




CAN INDIA BECOME A CREDITOR COUNTRY 

BY 

B. Ramchandra Rag, 

(JalrutUi [ I ni versify . 

SUMMARY 

Financially viewed India is a debtor country on capital account. 
Tbe first signs of (Teditor relationship which have occurred quite 
re(‘ently have raised alluring hopes of the future financial status 
of this country as an international creditor country. The outflow 
of capital whi(‘h (‘oninieaced in an appreciable manner since the 
inauguration of the new ratio has been strengthened by another 
cause, viz., the laivk of confiden(*e. This flight of capital cannot 
lie considered as a healthy sign indicaiting the (ueditor position of 
the country. ITow and in what manner this desirable consuraina- 
tion (‘an be ac hieved has bt^en carefully elaborated in this arti(de. 
For the present, however, tlie debtor-creditor relationship on capital 
a(‘count is the outstanding feature. She is a debtor to a large 
extent while creditor to an incredibly little amount. Significant 
chang’es would have to take place, firstly, to reduce the outw^ard 
capital outflow for interest payments, dividends and repayments 
of old capital issues and service charges. Secondly, the financial, 
industrial and business structure should be so altered that their 
control is being exerted with the single aim of making India a 
creditor country. While this is l>eing accomplished every effort 
should be made to minimise the evil effects of economic disturbances. 
Nothing is more important tha n a properly organised capital 
market and money market which would fadlitate the outflow of 
capital after satisfying properly and reasonal)ly all domestic 
demands for capital. 

The building dip of such a financial structure is the important 
task before the country. The immediate problem would be to 
mobilise small dormant balances lying scattered here and there, 
satisfy every legitimate domestic demand for capital supply and 
reduce any further dependence on outside markets for capital funds. 
For a long time the problem wnuld be similar to that which now 
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exists in Canada, viz., the streams of outflow and inflow of capital 
would exist till extraordinary circumstances may ^ive us an oppor- 
tunity to develop into a mature creditor country. It would take 
indeed a long’ time to play the permanent role of a creditor country 
such as Great Britain, the United States, France, Belg^ium, 
Holland, Switzerland and Swedeiu This would be conditional on 
the fact that a steady uninterrupted g’rowth of economic activity 
leading to surplus savings, when considered from the standpoint 
of domestic demand exists in the future. At the same time the 
present and future net debtor position should be restricted and 
even gradually reduced. A Central Reserve Bank, a national eco- 
nomic? policy towards industrial development and improved ability 
and capacity on the part of Indian nationals to satisfa(?torily 
discharge all services which the foreigners are rendering at present 
are the requisites. AVhen these exist it would be time enough to 
think of consciously guiding the investment outflow into proper 
channels so as not to disturb economic peace nor at the same time 
sacrifice the financial, conimer(?ial and industrial advantages flow- 
ing out of suitable markets for our capital employment. The Oriental 
markets undoubtedly ofler such a field. But tlie creation of issuing 
institutions which will cooperate with and consult those of Great 
Britain, France and the United States has to be brought about. 

The creditor countries of the world are Great Britain, the 
United States, France, Belgium, Holland, Switzerland and Sweden. 
The debtor countries of the world are the remaining and India 
belongs to the debtor group. 

1 The financial world uses this phrase in a very loose manner. If 
trade balances are in India’s favour and the remittances secured by 
the Secretary of State are smaller the financiers of this country begin 
to speak of India as a creditor country "but in reality there is only 
flight of capital from the country. Broadly speaking it ought to be 
understood in the wider sense of external investment outside India 
when the profitable opportunities of investment in India have been 
exhausted. The neglect of home demand and attempt to invest abroad 
betokens loss of confidence in the stability of home conditions dr 
indicates fear of fiscal pressure. When such things exist there is real 
flight of capital from the country. India cannot therefore be called 
a creditor country. It is interpreted in the wider sense of external 
investment in this article after satisfying the needs of general invest- 
ment for the economic development of the country. 
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Tht Flight of Capital. 

Since Sir Basil Blackett conjured up the vision of India as 
an exporter of capital^ a striking* mention of this x)os8ibility is 
always made now and then by well-informed p6ox)le.^ A critical 
and analytical study of this x)ossibility has to be made. Can India 
practi(;ally turn the tables on the world? Can she dramatically 
shift her i^osition from a debtor country to that of a creditor? If 
so, how long would India take to acc^)inplish the financial conp 
(Vefat and become an inixmrtant factor in international financial 
relationshiiis? What significant develox^ments would this new role 
of hers bring about in her organisation of domestic industry, trade, 
banking and finance? Unless these facts are placed before the 
enlightened jiublic it would not only be iniiiossible to facilitate this 
desirable consummation but (he pTO(*ess of adjustment will not bo 
facilitated. 

The Absence of Factual Numerical Values. 

Unfortunately (his tangled and complex iiroblem cannot be 
understood for reliable material facts and figures are conspicuous 
by their abseiu'e but their hearing can be proxierly anal^^sed by the 
trained scientific processes of judgment, l^ack of reliable data, 
statistical or otherwise, would indeed make the problem a tough 
one to be comprehended easily by the man in the street. But the 
fundamental economic and financial factors have been proiierly 
arrayed in their true relationship so as to throw light on this 
intricate problem which would involve new economic tendencies, 
national policies, central bank manag*ement, changed commercial 
anel industrial outlook and an outstanding improvement in the 
political status of the country. 

2 See his last farewell speech delivered at the Maiden Hotel at 
J3elhi, 

'5 See Sir George Schuster’s reply to the Annual Meeting of the 
Federation of the Indian Chamber of Commerce, Delhi, Foreign 
liability is decreasing because of the export of capital,” February 15, 
1930 , 
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India is a Debtor Country. 

Even though a carefully compiled statistical statement is not 
available to disjday the various factors of outward and inward 
payment/ nevertheless it is easy to understand that India is still 
a debtor country. Granted that there is absence of reliable data 
and meagre information concerning* the balance of payments so 
far as India is concerned, it is not, however, necessary to know 
the precise numerical values under each heading to comprehend 
the })road fundamental fact that India is a creditor country in spite 
of the huge visible merchandise payments in her favour. 

Something can be done to enable the reader to visualise the 
present position if the following features are borne in mind. 
Firstly, it is an undeniable fact that foreigners hold real property 
in this country. From the beginning of the llritish rule in India 
in 1857 and even in the days of the historic annals of the Hon^ble 
the East India Company this vast sub-continent attracted some 
amount of foreign cai)ital by means of which industrialised agri- 
culture, leather, shipbuilding, railw^ays and other mercantile 


4 Balance of payments Lakhs of Rupees 


Current items 

1925-26 

Credit Debit Balance 

1926--27 

Credit Debit Balance 

Merchandise 

40859 

28849 

+ 12010 

33109 

29527 

+ 

3582 

Bullion, Specie, etc. 

133 

3691 

~ 3538 

119 

2136 

- 

2017 

Other current items 

1059 

4707 

- 3648 

1132 

4604 

- 

3472 

Interest and Dividends 

451 

3350 

- 2899 

422 

3400 

- 

2978 

Total '(►••I 

42502 

40597 

+ 1905 

34782 

39662 

- 

4886 

Long-term operations 

174 

1827 

- 1653 

4757 

919 

+ 

3838 

Short-term operations 

- 

252 

- 252 

1047 

- 

+ 

1047 

Grand total 

42676 

42676 

— 

40586 

40586 


_ 


See the Memorandum on Balances of Payments issued by the 
League of Nations, 1928, pp. 143 to 147. For recent years see the same 
publication, of the League of Nations, p. 124, 1931 publication, Vol. II, 
(1927-^1931), 
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projects were readily develoi^ed. These investments were made 
mostly by the Company's servants, free merchants and others. 
With the gradual development of the (‘ountry by railways and 
modern means of communications, opportunities for profitable 
investment of capital were multiplied and the interest charges 
(interest, dividends and capital repayment) gradually began to 
assume high proportion. This main external indebtedness began 
to increase as settled political conditions stimulated the immigra- 
tion of capital funds from abroad which were invested in industri- 
alised agriculture or plantation industries, manufacturing 
commercial and transport enterprises. The services function also 
involved heavy payments. The economic maladjustment brought 
about by increased manufactured imports and the decay of the 
home industries heightened the dependence on foreigii capital 
funds, and secondly, it incapacitated India to develop certain lines 
which might have tended to (counteract or (counterbalance the 
increasing outward xiayments. The detdine of her mercantile 
marine, the absence of tourist i)ayments, the missionary doles on 
a large scale and the lack of Indian emigrants’ remittances into 
India restricted her capacity to generate a flow of (‘apital ])ayment8 
into the country, i.e., the inward capital flow under the above 
headings was hardly an ai)|)reciahle factor in the situation. 

Throughout the second half of (he irineteenth and the twentieth 
century the foreign investments have continued. The excess 
exjcort of merchandise or commodities was the only significant 
manner by which the heavy interest payments could he j)aid on 
the capital investment item to Great Britain alone. It w^as not 
foreign long-term investments alone that continued but short-term 
capital funds were emx^loyed by the foreign exchange bankers in 
this countiy. In addition to private borrowings, governmental 
borrowing gave easy scope to the foreigner to purchase Indian 
securities. Invisible debits have gone on constantly expanding and 
thereby causing an outward flow of payments. Interest payments, 
students' expenditure, foreign immigrants’ remittances to their 
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home, service paymeut for foreign shipping, banking, insurance 
and mercantile commissions and payments for reimported securities 
largely explain the huge visible merchandise balance in favour of 
India. Both Indian imports and exports are increasing every 
decade, so also the invisible debits. 

Two facts, viz., foreign property investments in land, mining 
and commercial enterjvrises and growing invisible debits have been 
referred to as convincing proofs of the debtor position of our 
country. The increasing public debt of the country held by 
external capitalists tells the same tale. Long-term credit advances 
in the shape of subscriptions to debentures are still being made by 
the foreigners. The financing of the foreign trade being solely in 
the hands of the foreign exchange banks, it inevitably leads to the 
borrowing of short-term advanc^es for financing our foreign trade. 
The retarded economic growTh and absence of w\ideued economic 
activities and enterprises preclude the accumulation of capital on 
a large scale which can make India bound ahead as a financial 
power. Some improvement in this revspect has taken place only 
during the post-war period and this has given scope to the few 
foreign investments and other projierty titles now possessed by the 
present-day Indian (‘apitaiists.^ An increasingly large portion of 
the sterling indebtedness of the country and the London-enfaced 
rupee debt of the Government of India is Being held by Indian 
investors more than before. 

The First Opportunities. 

The huge capital borrowings of the State and the foreign 
capitalists’ adroit movements in perpetuating their policy of 
ee^momic development enabled the Indian economists, publicists 
and politicians to raise the cry that India’s property is being 
heavily mortgaged to outsiders.” Eecognising the fact that 

5 An Indian correspondent of the Economist of London estimates 
that about £37,500,000 or Ra. 50,00,00,000 have been invested abroad 
(see p. 599, October 6, 192S), 
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political swaraj cannot continue to last any long time without 
financial swaraj the Indian nationalists have regarded with dis- 
favour and serious apprehension India’s indebtedness to the 
external capitalists. The rhetorical ability with which they 
pleaded their cause led to the appointment of the External Capital 
Committee so as to seek justification for the exclusion of foreign 
capital and devise remedies to reduce this dependence on outside 
capital. 

While the psychologi(?al impulse to make investment abroad 
was being imparted by the spirited arguments of nationalist eco- 
nomists the real impetus came during the war-time to the Indian 
(‘apitalists to make their entry into the foreig'ii security markets.^ 

But in the absence of a banking stru(‘ture making possible 
foreign investment banking ibis glorious opporlunity was lost. 
The increased money-income for the ditVerent (lasses though largely 
counterbalanced by rising prices gave opportunity to gather savings 
and the investment of the same in industrial undertakings wdiich 
received a stimulus as a result of the diminished pressure of foreign 
competition. That a portion of the increased value of money savings 
is being invested in Brazil in response to the underwriter’s acti- 
vities in the Bombay Money market has given rise to the statement 
that India can under proper guidance hope to play the part of a 
creditor country. The actual flow' of capital can also be inferred 
by the country’s repurchasing the Indian securities held by the 
foreign investors. There is a considerable outflow- of (‘apital from 

. 6 The real reasons for external investment of Indian capital were 
the depreciation of the Government securities, depreciation in the 
capital value of landed property, the low rate of interest offered as 
the yield on industrial stocks and shares and the absence of good non- 
speculative industrial securities. These reasons prompted the Indian 
capitalists to seek the external investment markets. The appreciation 
of the rupee exchanges and rupee currency facilitated the outward 
movement. The exact amount invested cannot be arrived at as there 
is great secrecy in the matter of investment carried out under the aegis 
of the Indian banks. 
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the Indian States since the agitation for representative government 
became an effective propaganda for securing better rights on the 
part of the subjects of the Native States. These are broad indica- 
tions of the fact that some amount of savings is being utilised in 
making external investments. The real economic test of a creditor 
country lies in the volume of claims built by it on the rest of the 
world. A debtor country, on the other hand, possesses claims on 
the rest of the world which are normally less than its liabilities. 
When there is no net l)alance of international payments or a surplus 
in favour of India it cannot be considered as a creditor country. 

Can She Become a Creditor Country? 

While the passage of the Indian capital to the foreign invest- 
ment fields has been facilitated by real increase of money savings, 
the appreciation of the rupee and banking propaganda there has 
been no real financial shift from the debtor to the creditor status. 
If a true picture of the international balance of jiayments is to be 
obiained the financial position of India still remains as that of a 
debtor (‘ountry. But she has entered a transition stage when the 
debtor-creditor relationship exists at present. The paucity of 
statistical information about some of the items precludes any tabular 
illustration of the material facts. There is no use of estimating 
1 he magnitude of each stream for it cannot be done in the absence 
of reliable statistical data. But the fact of the existence of the 
i wo streams is undisputed. 

Secondly, the stream of outward capital flow from this country 
is far less than the vstream of inward capital flow into the country 
arising chiefly out of Governmental indebtedness and the borrow- 
ings of (‘orporate undertakings. For purposes of economic study 
it is indeed the impact of these capital movements that is import- 
ant rather than the exact volume of the two capita^l streams or the 
net balance arising out of the two streams. The character of each 
stream would, however, be compovSed of the following features: 

The oiitward flow of Indian capital either for investment 
purposes or for the payment of interest on old borrowings or pay- 
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ments of services done by foreigners to India can be arranged under 
the following headings : 

(Lakhs of Rupees) 



Items 

1925-26 

1928-27 

1927-28 

1928-29 

1929-30 

1. 

On account of foreign 







Securities held abroad 

13.70 

500 

— 

691 



2. 

For previous securities 







repurchased from 

foreign hands (Trans- 
fer of iiaper from, 
London to India) 

200 

37 

35 

439 

510 

3. 

Interest payments on 







Government and 

Municipal Foreign 

debt iind foreign 

capital invested in 
India 

3350 

3400 

3420 

3470 

3590 

4. 

Payments for services 

100 

100 

120 

120 

120 

5. 

Posts, telegraphs, etc. 

13 

9 

8 

9 

9 

(>. 

*NatioTLal tourists 







spending abroad 

450 

450 

450 

450 

450 

7. 

Government expendi- 







ture abroad 

4144 

4045 

4015 

3602 

2695 

8 . 

Payment on account of 







amortisation of 

Government foreign 
debt 

237 

382 

259 

268 

200 

9. 

Foreign real estate 







purchased by Indians 

— 

— 

— 



10. 

Other Investments 


— - 

— 

— 

— . 

11. 

Payment on account 







of amortisation of 
other loans raised 
abroad 






12. 

Net decrease in float- 







ing indebtedness of 
the Government 

252 

, 





Total 

9936 

8923 

8307 

9049 

5574 


* Net, i.e., after deducting what foreigners spend in this country. 

Of the above twelve items, items 1, 2, 8, 9, 10, 11, and 12 are 
indications of the economic strength of the (‘ountry. The remaining 

F. 2 
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items 8 to 7 are payments for cjapital lent to us in the past or 
payment for services conducted by foreigners. We have now to 
consider the flow of foreign capital into India which can be arranged 
under the following items. 


Ini'j.ow of Foreign Capital into India* 

Lakhs of Rupees 

Iteim5 1925-26 1926-27 1927-28 1928-29 1929-30 

1. As interest and 
dividends received 
from capital invested 
abroad — 'c h i e fl y 
Government Treasury 
and reserve balances 



in London 

451 

422 

276 

273 

430 

2. 

New Government bor- 
rowings 



1003 

1336 

1603 

3. 

Tort Receipts from 
foreign shipping 

200 

200 

250 

250 

280 

4. 

Posts, telegraphs 

14 

21 

16 

14 

14 

5. 

Government receipts 
from abroad 

845 

911 

843 

765 

1146 

6. 

I]xisting Government 
secmlties sold abroad 


3 

28 



7. 

Foreign seen r i tie's 
resold abroad 


4712 

744 


439 

8. 

Securities of Muni- 
cipalities and local 
bodies sold abroad 






9. 

Other foreign capital 
invested in India 

174 

42 

43 

114 


10. 

I nc r e asi n g sh or t-t er m 
indebtedness or float- 
ing indebtedness of 
Government 


1047 

2477 

1716 


11. 

Domestic real estate 
sold to foreigners 





_ 




Total 

1684 

6958 

5680 

4418 

3912 


Both the above tables are taken from the Memorandum on Inter- 
national Iiade and Balance of payments issued by the League of 
Nations, 1931, and the previous issues. 
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Whether India can continue to invest capital abroad and be 
a creditor country depends on several factors which are alto^^'ether 
absent at present in the Indian economic structure. If so, what 
would be the geographical fields of her investment? Brazil would 
persistently demand Indian or foreign capital and enterprise for a 
rapid development of her resour(*es. So do the Dominions of the 
British Commonwealth. Before this problem can arise the more 
important domestic field has to l)e consideied. The domestic 
demand for further industrialisation and for repurchase of Indian 
securities held abroad would be greats The capital supply being 
insufficient when compared with the demand the rates of interest 
would be conse([uently high. C^an Bank credit really aid the 
community savings to satisfy the total cai)ital supply that is needed 
for domestic investment demand? It is only after this is satisfied 


7 Sir George Schuster estimates that the existing external capital 
can be repaid in the course of a generation.” See his Speech before 
the Federation of the Indian Chamber of Commerce, Delhi, February 
15, 1930. 

But lacking a reliable estimate of per capita income and savings 
it is not possible to make any guess in the above direction. The most 
recent estimate is that of the Central Banking Enquiry Committee 
which states that the per capita income of an agriculturist is Rs. 42 
per year. The average income of an Indian is established to be Rs. 110 
by the Simon Commission. When this figure is compared with the 
income of other people of other countries it becomes easily a|)i)arent 
that the easy repayment of the whole of the external capital is not an 
assured proposition. 

Name of the country Total (in mil. dollars) per capita 


Germany (1928) 

15,500 

$ 231 

Great Britain (1924) 

19,400 

$ 435 

France (1927) 

8,900 

$ 218 

Italy (1925) 

5,600 

$ 140 

Belgium (1926) 

1,760 

$ 223 

United States (1927) 

76,400 

$ 652 


Unless the distribution of income is conducive towards fairly heavy 
concentration in the hands of the moneyed classes this repayment 
cannot be forthcoming. 
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that Indians can wisely invest in foreign securities and the 
foreigners should be willing to pay high rates to develop the 
habit of foreign investment banking on the part of the Indian 
capitalists. 

How Can Foreign Capital Demands be Satisfied? 

Even granted ihat the increased money savings exist in the 
hands of the Indian j)eople the future position as a creditor country 
can only be maintained if radii'al changes in the following direc- 
tions would be forthcoming. Unless these materialise a steady 
outward stream of capital cannot arise. The large aggregate 
savings required can necessarily be maintained only out of su(‘(;essful 
industrial advancement. Most of the capital borrowed will 
generally be for constru(*tional purposes and foreign loans after 
all mean employment of the purchasing power granted to the 
foreign borrower at home alone. ^ It is for this reason that the 
“ earmarking clause is often inserted in the borrowing agreements. 
Such sort of industrial advancement has not taken place as yet in 
India. To count upon the export of raw materials mostly of an 
unfinished character to satisfy the foreign demand is unwise 
economic statesmanship. 

Secondly, it requires the full gold standard regime and the 
real gold base for the credit structure should exist. If a real 
accumulation of surplus savings funds were to exist the credit 
structure need not expand unduly to sativsfy the requirements of 
the foreign borrowers. If the Central Bank credit were to be based 
purely on this understanding, i.e., to enable the nation to lend 
capital to foreign borrowers for after all it is purchasing power 
that is required and as bank credit i)ossesses this ])urchasing power 
this X)rocess should be facilitated. 

Thirdly, the Central Banking policy should be to facilitate 
this movement of capital without any serious disturbance to the 


8 See the Report of the Macmillan Committee, p. 79. 
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credit Rtnicture of the country. The national credit policies should 
ho formulated with a view to achieve this. The use of credit funds 
in the investment market would lead to a rise in the price of 
securities and this undoubtedly stimulates the oTowth of iicav 
securities both foreif>‘n as well as domestic. The nationally- 
managed Central Bank can intelligently pursue such a j)olicy and 
thus add funds to the available savings for invesiinent ])urp()ses. 
Such delibei’ate i)romotive policy should be one of the aims of the 
national economic organisation of this country. The Japanese 
Government guarantees the paying of a minimum dividend if the 
investment is made in foreign fields pointed out l)y itself. ()})struc- 
tions to the growth of foreign trade should ])e removed and other 
measures to facilitate the financing of foreign trade with the help 
of domesti(‘ funds would go a long way in helping this situation. 

The future expansion of India as a creditor (‘ountry depends 
on the successful inauguration of the above features. Industiial 
expansion })y itself creates, of course, increased money savings but 
there should be a method h\ the matter of allowing the outward 
how of the capital movement. Without a Central Bank such a 
policy cannot be inaugurated and successfully pursued. 

The Expansion of the Outward Flow of Capital. 

To establish a wider stream of the outward flow^ of capital than 
w^hat is taking place at present both positive as well as neg^ative 
measures w^ould have to be taken. Firstly, the positive measures 
outlined above would be necessary to have an ehectiue (‘ontrol over 
the stream of capital efflux and its impact on the domestic structure. 

Secondly, the negative measures W'ould have to be directed 
towards the reduction of the capital repayments that we would 
have to make in return for old payments of capital to this country. 
Studentws’ and tourists’ remittances can be reduced and payment 
for service charges can be cut dowui by Indian nationals undertak- 
ing to perform service of an equally efficient character. Unless 
the general level of intelligence rises and the psychological 
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confideiK e in one’s own abilities is aroused it is impossible to think 
of this. The attempt to ereate a mercantile marine has been much 
misunderstood. It is by a patient tackling of thevse services by 
honest and skilful management that ihese can be reduced to a 
lower figure. 

Possible Geographical Fields. 

With the economic re(‘overy of Europe arising out of the forma- 
tion of a United States of Europe and the Ijatin American field 
set aside as the close j)reserve of the American financial interests 
it is not possible to seciire easily fertile and unexplored fields. 
Hut Uentral Asia and the vast hinterland of the J^orth-West Asia 
afibrd a suitable and (‘ongenial field to the Indian capitalists. 

But in the immediate foreseeable future the financial position 
of India would be that of the debtor-creditor country and all 
attempts should be made to cast off the sloughs of dependence on 
foreign capiial. This is what we have to learn from the study of 
the Canadian Dominions’ financial growth and development. 

The Problem of the Future. 

The first attempts should be directed towards making the 
country secure more capital resources from the small savers. Even 
in America the small savers were mainly resx)ousible for 50 per 
(‘ent of the investment funds while the remainder came from the 
rich savers, the banks, the investment houses and foreign investors 
Avho have invested in the American field. 

Secondly, as these incomes are converted from the small 
dormant hoards into (*apital funds even the government borrowings 
abroad for capital expenditure ought to cease for high money rates 
are sure to prevail for sometime longer due to the flurry in the 
American Stock Market. As it w’ould be decidedly po8tx)oning an 
era of necessary expansion and as it would leave domestic capital 
for domestic ventures the Government borrowings should be carried 
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cm with caution only after a proper study of the rate of interest, 
the existing facilities for the Indian people to subscribe to them 
and finally the time at which they can be floated. The Central 
borrowing authority can arrange these things in consultation with 
the National Board of Investment or National Savings Association, 
that would have to be created in the near future, and whose untir- 
ing activities alone would be highly successful in the direction of 
tapping the rupee resources of the small investors for capital 
X)urposes. If remittable Sterling Loans at a stabilised rate of 
exchange were to be floated it would tempt the Indian investors 
to subscribe to them provided the rate of interest is X)aid in domestic 
curren(‘y at the nearest (iovernment Treasury or the imxjerial Bank's 
l)ranch to which the Indian investor may have access. The Last 
India Comxjany did have resort to such remittal)le loans so as to 
tempt its otlicers to sul>s('ribe to its luijee loans floated in India. 
Kesort to the foreign money market need not necessarily be 
condemned so long as the return from the use of capital is always 
higher than the rate of interest paid by the Government. No 
informal “ tying in or earmarking clause ” should exist in the 
case of foreign loans. The whole of the pro(‘eeds sliould be spent 
on j) rod active juirposes, vi/i., things required for cai}ital undertak- 
ings. Unless this method is resorted to the forthcoming political 
turmoil would frightiui even the Indian caj)italists and make them 
remit their fluid capital resources through the banks to more stable 
countries where political, social and administrative troubles are 
not likely to arise. 

t'Oncurrently with these attempts our elforts should be guided 
towards reducing the service charges which figure largely in the 
invisible debits of this country. The starting of a mercantile 
marine, the financing of our foreign trade with domestic funds, 
the starting of efficient Indian Insurance companies, mercantile 
commission houses and the gathering of industrial and engineer- 
ing knowledge by the Indian students abroad would gradually 
diminish this stream. 



240 


B. RAMCHAKDRA RAO 


The existing gold resources should h© mobilised 'and allowed 
to play the part of the base for banking credit. Both gold and 
central banking credit should l>e able to stimulate the productive 
activity thus leading towards increase of commodities and exports 
from the country. The resulting stream of capital inflow can be 
properlv guided into an outward stream into select geographical 
areas where commercial, industrial and financial advantages can be 
easily secured. This movement must l>e conducted in such a 
manner which does not lead to conflict with other nations who 
generally (‘onsider such areas as their c'hosen preserve or 
‘‘ s])heres of influence. But this has to be done after all the 
old capital issues floated by this country in London have been 
repurchased . 

Again, India cum continue to borrow for short-term periods 
and maintain at the same time the long-term ca})ital creditor rela- 
tion.^ Individuals, banks, and the Government have to facilitates^ 
this onward maich of these broad forces and adjust the domestic 
situation so as to tone down the harmful features of this economic 
impact of India with foreign nations and international policies. 
Almost all capitalist creditor countries resort to this method to 
augment their capital resources. Both England and America are 
shoi*t-term borrowers for several items and they relend these 
capital resources for long-term purposes. 

How Long would it take India to be a Creditor Country? 

While the future course has been outlined it remains for us 
to coiinsider how long it would take us to reach this destined goal. 
The United States of America became during the course of one- 

^ See The Report of the Macmillan Committee, p. H2. 

See President Hoover’s remark that the United States of America 
is a short term debtor for roughly 400 million dollars and the free 
gold has to be retained in the country for discharging its liabilities. 
Quoted from the Economic Impact of America by Peele— see also the 
Macmillan Committee Report, para 157, p. 20. 
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and-half decades an international net creditor country to the extent 
of dollars 18 billions. Doubtless steps would be taken to perpe- 
tuate this stronghold. Such a thing was rendered possible due 
to international cdrcumstances and the policy of the Federal Reserve 
Board in facilitating this consummation.^® It needs no emphasis 
to state that India cannot hope to achieve this miraculous develop- 
ment within so incredibly short a time as America has done. Our 
industrial, banking and national un})reparedue8s w^ould render this 
impossible. However devoutly wished for, this desirable consumma- 
tion cannot be achieved with amazing rapidity for the guiding, 
controlling and protecting* i)olitical intlueiiees do not exist as yet 
in this country. 

The Immediate Issue. 

A widening of the (commercial banking reserves l)y mobilising 
the gold resoinces is tlie first task of the banking system. This 
would lead to easy money conditions. Central Bank credit can 
further strengthen this tendency and initiate the outw^ard fioW' of 
cai)ital funds and i)rotect the country from any evil infliieiues 
resulting out of this stej) on the economic atriiciure of the country. 
Until then the measures for taxing* the intermittent and irregular 
elforts of the capitalists to make foreign investments (*annot 
succeed. The present-day flight of caj)ital cannot be checked by 
the method of levying income-tax on their dividend or foreign 
income. If the raiding of revenue be the endeavour then by all 
means should our elforts he con(‘.entrated on taxing the dividends 
of Indians as well as foreigners, be they domiciled or not. Whether 
they attempted to bring the return of capital into Didia or not 
should not be the guiding consideration. Indian money lying- 
abroad and raising profit for itself ought to he taxed in a way ns 
to be free from the charge of levying double taxation. The 

See the International Financial Position of the United States, 
published by the National Industrial Conference Board, 1929. 

f: 3 
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economic justice of this contention can be easily recognised. The 

general economic development of the country is being neglected, 
/ 

The revenue-producing enterprises are being impeded by the lack 
of necessary capital resources which can be obtained at a low rate 
of interest. Secondly, they tend to bear the exchange and the 
maintenance of the stable exchange policy during the days of eco- 
nomic depression hecomes very very difficult. The restoration of 
the market in our gift-edged securities cannot take place 
so long as the present tendency for the capital to seek foreign in- 
vestment remains unchecked. Any conversion loan or funding of 
the considerable i)ortion of floating debt cannot take place. 

The mere raising of iin^ome-tax on foreign investment does 
not check this tendency. The really effective means to check the 
flight of capital jire the introduction of the license system and 
banks tending to encourage the export of capital should seek the 
permission of the licensing Board of the Finance Department.^^ 
Differential incoine-tax rates on the receipt of income from, foreign 
and domestic investments can also be insisted upon. In gi)ite of 
these or any other checks there would be no effective means to stop 
the flight of capital. Lord* Bradbury rightly says, No (Jovern- 
ment has yet succeeded, though many have tried, to prevent capital 
finding its way to the more attra(*>tive market. Measures designed 
for that purpose are as effective as the fabled enten^rise of build- 
ing a wall round a swallow in order to enjoy the blessings of 
l>erpetual si)ring . ^ ^ 


^ There is systematic control over the companies issuing foreign 
securities in the United Kingdom. 

12 i 5 ee the Macmillan Committee Beport, p. 278 . 
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SUMMARY 

The preponderance of informed opinion, is in favour of the view, 
that it is rather dangerous to lend short-term deposit money for 
long-term purposes, and that mortgage credit requires an organiza- 
tion distinct from that of Cooperative Societies. The various 
provinx'.ial Banking EeportvS, excepting the Bengal Ilex)ort, have 
accepted the need all for a distinct kind of organization for long- 
term agricultural credit. The Central Banking Committee 
(majority) have pleaded for a separate set of institutions for long- 
term agricultural deposits. 

The problem of organizing and successfully working land- 
mortgage Banks, bristles with difficulties. The more important 
of the questions that arise, when a Provincial Government decides 
to organize and work land mortgage banks, are thus enumerated 
in the Reimrt of the Central Banking Enquiry Committee : 

(1) For what purposes, should long-term agricultural credit 

be granted? 

(2^) What should be the maximum period for repayment? 

(3) Should land mortgage Banks be permitted to receive 

deposits and, if so, for what purposes? 

(4) Should the issue of del)entures be by primary or Cen- 

tral .Land Mortgage Banks? If it is to be a central 

agency, should it be by the Cooperative Bank? 

(5) What should be the nature of the as<sistance granted by 

the State to such Banks? 

(6) Should they be invested by special legislation, with 

nummary powers P 
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Now there is bound to be some difference of opinion on the 
answers given to these queistions in the majority report of the 
Central Banking Enquiry Committee, As regards questions 1 and 
4 (which are closely c*oiinected) the view of the (Central Banking 
Committee is that, for a long-time to come, land-mortgag*e banks 
should be engaged in redeeming landlords, who have been in debt 
for a long time, and that they should lend for fairly long periods, 
say 20 or 25 years. The dangers, inherent in a system of long- 
term lending, are vividly described for us by the Punjab Beport: 

If the period of repayment is very long, the agriculturist is 
likely to feel more the burden caused by repayment, than the 
benefit derived from the loan secured.’’ Further, it is rather 
dang(ux)us to have a very long period for repayment of debt, be- 
cause ratevS of interest fliK’tiiate often. 

Provided long-term deposits are forthcoming, there is no 
reason why land-morigage banks should be precluded from taking 
depc)sits from the puldic. But the mainstay of mortgage credit 
finance must be debentures for a long time to come. In 
spite of certain forms of state help, such as guarantee of interest 
on the debentures, or subscription of a i)art of the debentures, 
by the Provincial Governinents, the working of land-mort- 
gage institutions, e.g., the Madras Central Land Mortgage 
Bank indicates to us, that unless Provincial Governinents 
declare the debentures of Land-mortgage banks as trustee secu- 
rities, and do not compete with them in the Indian .money-niarket, 
more or less at the time wlien del>enture8 are placed on the 
market, it would be practically impossible for these institutions 
to obtain the debenture-capital. (Contrast with the state of 
affairs here the provisions of the British Agricultural Credits Act 
under whic^h the Treasury has been called upon to contribute 
£10,()()0 a year for ten years to the Agricultural Mortgage Cor- 
poration.) 

In connection with the sale of these debentures, the dictum of 
the Central Banking Committee^ that not a Provincial Corpr^.- 
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tion but also primary land-mortg-ag© banks should be allowed to 
sell them, and that these primary banks should operate over large 
areas, is likely to provoke difference of opinion. As land-mort- 
gage banks can be successful only in those rural areas where 
the capital value of landed property js substantially high, for 
effective working there ought to be generally a limit of territory, 
within which they have to work. Further, at least in South 
India, it seems to me to be necessary that there ought to be some 
centralization in the matter of grant of loans however inconve- 
nient such centraliz.ation might l>e to borrowers. Further, where 
there is an ordinary Cooperative Society in existence, its opinion 
regarding the advancing of a loan to a particular borrower may 
profitably obtained, though the responsibility for the ultimate 
granting of the loan must rest with the land-mortgage bank. 

It must be remembered, that the financial difficulty is not the 
only obstacle to be overcome. The success of a Central Land 
Mortgage Bank is ultimately dependent on the efficiency of pri- 
mary land-mortgage banks. A primary land-mortgage bank should 
be an active agent of the Central Bank in undertaking valuation 
of property, repaying capacity of borrowers, etc. In ease of death 
of the borrower, subsequent to the loan transaction, primary land- 
luortgage banks should see that the heirs of the decreased are 
brought on the books of the bank as debtors and an acknowledg- 
ment of indebtedness should be obtained from such heirs. 

Ill the recent Report of the Central Banking Committee, 
more attention is concentrated on Provincial Land Mortgage Cor- 
porations than on primary land-mortgage banks. We wish 
that in giving effect to the Central Banking Committee’s recom- 
mendations, the Government also would take care to make detailed 
provision for the reorganization of primary land-mortgage banks. 
In organizing a primary land-mortgage bank, care also should be 
taken to secure share-capital from non-borrowing shareholders to 
the extent of at least half the capital required by the bank. Those 
non-borrowing shareholders will be useful in working the society 
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disinterestedly. On the question of the powers of those primary 
hanks, there is difference of opinion amongst the several Provin- 
cial Banking Committees. The Central Banking Committee 
(following the Townshend Committee on Cooperation in Madras) 
has recommended that the primary societies, like the Landschafter 
in Germany, should be vested with summary powers of foreclosure 
and sale of the defaulting members^ properties. Possible hard- 
ships from this state of affairs, according to this committee, would 
be overcome it only the aggrieved party is given a right to 
question, in the civil courts, the actions of the banlt. Another 
recommendation, made by this Committee* on which also there is 
sharp differoncie of opinion, is that land-mortgage hanks should 
be empiowered to take possession of the landed property of default- 
ing members. The Bihar and Orissa Banking Report has suggest- 
ed, because of the diflScultiea of landed-proi)erty administration by 
a large number of scattered primary banks, virtually the creation 
of a State Land Bank with which Ijand Revenue officials would 
cooperate and assist in the valuation of the security offered by 
borrowers. 

Mr. Maun Subedar’s proposals (Minority Report) need not lie 
viewed as a cut and dry solution of the problem of agricultural 
indebtedness. They .are made because (k)operative Land Mort- 
gSige Banks which have been prescribed as a panacea for long- 
term debt in many parts of British India suffer from serious 
defects, partly because of their very inherent constitution. Mr. 
Subedar recommends, that a department should be instituted in 
the Reserve Bank of India, whose, functions would be (1) to 
appraise the requirements of long-tenn credit, and to put forward 
land mortgage to the required amount; (2) to make arrangements 
for the sale of these lands, and to deal with all agents, whether 
cooperative banks, or commercial banks, through whom the scheme 
is to l>e worked. He is against the whole idea of land-mortgage 
banks organized on a Cooperative or quasi-Cooperative basis. A 
number of criticisms, cnn be levelled against his proposals. In 
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drder to work his scheme, various alterations would have to be 
made in the Beveime Code or the Record of Eights. Further, 
the case for having an independent organization, for liquidating 
long-term indebtedness, as has been already jminted out, is over- 
whelmingly strong. It is unlikely that a Reserve Bank for India, 
when established, would also satisfactorily liquidate long-term in- 
debtedness, which is a stupendous problem in British India. 

There may be certain provinces, like Bengal, where there may 
not be enough work to start with for land-mortgage banks. In 
that case those in charge of Central Cooperative Banks, and those 
in charge of Joint Stock Banks, may be entrusted with this task. 
But this state of alfairs must be temporary only. 


Gonclusion. 

Very often we are forced to submit to the feeling that the 
institution of land-mortgage banks alone cannot eradicate the 
evil of long-term indebtedness, sometimes dating to twenty or 
twenty-five years earlier. There is a good case for the appoint- 
ment of l)ebt-Commissiojiers, who would have to go into the 
details of loan-transactions, estimate the total amount, paid by 
way of interest alone, to creditors, and adjust the debt-bun'deu in 
view of the fall in prices. In the case of very small loans, as is 
pointed out by the Royal Commission on Agriculture, there is a 
strong case for a simple Rural Insolvency Act. We must recog- 
nize that people can carry only a certain amount of load and if 
they attempt to carry on their shoulders an unreasonably heavy 
load of debt they would nearly perish in that task. 



THE LA150URERS AND THE PROBIeM OF THE 
STANDARD OF LIVING IN INDIA 

BY 

Dr. Jafar Hasan, 

Hyderahad (Deccan), 

The problem of the standard of living* and its eflPeots on the 
industrial efficiency of the labourers is such an intricate one that 
it would require some forethought in order to realise its com- 
plexity. As Patrick Gicldes remarks: Our progress is yet quanti- 
tative, not qualitative, llemedial treatment demands a raising of 
the whole character. Only thus can we ever hope to realise the 
aim of practical economics, which is not illusory progress visible 
only in Bank ledgers, but is the progressive development of the 
highest human and social life not the increase of wealth but the 
ascent of man.’’ If the last sentence of this remarkable passage 
were modified into not only the increase of wa^alth but also the 
ascent of maii,”'^ it would-be acceptable to those as well who, 
in spite of all, still maintain that wealth, material wealth, is the 
basis of real progress. As Economists, we can never underesti- 
mate the importance of material jirosperity, on which ultimately is 
laid the foundation of culture and civilization; and, as all of ns 
would agree, a decent standard of living is an impossibility with- 
out sufficient material wealth. 

The problem now before us is to find out means and methods 
whereby the standard of living of the Indian people including the 
labouring classes could be raised and thus directly and indirectly 
to solve the great problem of labour unemployment. 

With the rest of the world, though to a much greater extent 
and intensity, India shares the scourge of unemployment and 

1 Patrick Giddes, The Conditions of Progress of the Capitalist and 
the Labourer. 
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under-employmeiit. This curse of Indian Economic life can 
best be removed by raising* the standard of living, which (in the 
w^ords of Alfred Marshall) ‘‘implies an increase of intelligence 
and energy and self-respect, leading to more care and judgment 
in expenditure, and to an avoidance of food and drink 
that gratify the appetite but afford no strength, and of w^ays of 
living that are unwholesome physically and morally ’’2 This emi- 
neiit social scientist does not preach crude simplicity : but, on the 
contrary, he is in favour of comfort though not of luxury. Says 
he, “ A rise in tlie standard of comfort does to some extent in- 
volve a rise in the standard of life, a rise in the standard of life 
for the whole poj)ulation will miudi increase the national dividend.” 
As all know a general rise in the real income of the Indian 
people will neceasarilv mean more consum|)tion : more consump- 
tion would mean more production, necessitating ])rovisioii for more 
work. More work would denote not only less umunployment but 
also still more consumption. This would lead to yet more ])rodu(‘- 
tion which in its turn would engage more workers. Thus the 
virtuous cycle of events would continue ad infinitum ; provided, of 
course, the natural drift of events is not stopped by the disgusting 
mania of hoarding and saving ! 

Indians, before they ever hope to attain real prosperity, must 
follow* the excellent maxim of “ lave and let live.” The vast 
numl)er of would ])e laliourers, belonging to the endless army of 
the proletariats, living a life of the utmost misery and discomfort, 
wnuld be relieves! of their acute economic distress, if we could 
only learn to spend more, to consume more and to live better. 
Thus, by raising our own standard of living, w^e Avill be giving 
others, many hundreds and thousands of them, not only a chance 
of earning their own livelihood, hnt w^hich is of supreme impor- 
tance, an opportunity of leading a decent human life. 


2 Principles of Economics, Macmillan, 1891, p. 738. 

F 4 
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Most of Its are probably w ell aware that our indu-striee, espe- 
cially those wdiich are in the possession of Indians, are hopelessly 
handicapped by the inability of finding an internal market. In 
comparison to the extent of our country and its huge population 
the volume of our trade is much too small. Whatever the other 
causes may be, one of the primary causes is that we consume less 
ihan we could, lesser even than we should. This is obviously due to 
our pseudo-religious and pseudo-ethical conception of frugality 
which in its extreme form only helps to keep down the standard of 
living. Even those who have many chances of bettering their eco- 
nomic condition by spending what they or their forefathers have 
uccumiilaied, live a life of physical discomfort — but do not spend. 
India does not spend rationally : it either w astes or hoards ! The 
evil habit of hoarding, ac'cumulating, and piling up wealth has 
seized large sections of our nation. The innumerable Seths, Saho- 
kars, Mahajans, and even members of the land-owing community, 
deliberately lead a life of degenerate asceticism; and either owing 
to miserliness or a false notion of contentment cheek the j)rogress 
of our country. The pitiable condition of our labourers and the 
great extent of unemploy lueiit are also due to under-consumption. 

If we had only wished we could have lived much better, and 
living thus we could have given others better chances of earning 
their livelihood. And this is the queerest psychological character* 
is tic found throughout the length and breadth of India : indijffer- 
ence towards the satisfaction of needs. It is the curse of India’s 
economic life, to which our labourers axe also addicted. Any 
number of instances could be cited to prove that the Indian labourer 
instead of w^orkiug for more wages idles away his time if perchance 
he has happened to earn in two days w hat he generally earns in 
three. Discontent is an absolute necessity for a gradual and per- 
manent rise in the industrial and economic world, without which 
all energies are wasted and progress comes to a standstill. It is 
precisely this stagnation which leads to the depths of decay and 
degeneration. liuck of initiative, spirit, hope, cheerfulness, and 
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the will-to-succeed are the patent characteristic h of the decadent 
labourer. A certain amount of discontentedness of mind in the 
working classes is required for safeguarding a real and continual 
progress, rightly named by Western thinkers as Divine Dis- 
contentment. ^ ’ 

As in numerous other ways, es]pecially in matters of spending, 
India is a land of extremes. One mostly sees either spciidihrifts 
or acute misers. Tlie number of persons who live u]) to th(^ 
standard of their income, is very small. Smaller still is the number 
of such persons, who spend rationally ! What we thus need is 
not so much a better organization of the means of production, i.e., 
mainly our industries and agricudture; as a widespread pro7)aganda 
in favour of a better standard of living, which, of itself implies 
more consumption. 

The Standard of Living of Our Labourers. 

The standard of living of our labourers is governed primarily 
by their average income, which is dependent on the efficiency of 
their work. "Whatever their average income may be it is an ad- 
mitied fact that there is ‘‘ a large parasitic class preying on the 
worker. Heavy toll is taken of his wages by the moneylender, 
the jobber, or the labour supplier, the foreman and the liquor- 
seller, with more recently the ‘ Bucket 8ho])keeper.’ At almost 
every stage the wage-earner is mulctcMl of some fraction of his 
wage. This leads to the conclusion that the immediate problem 
of the Indian Industry is not so much the raising of w-ages, for 
there are*many sigius that the industry cannot hear higher charges, 
UvS the extraction of higher seiwice for the wages paid and secur- 
ing to the wmrker a better return for the w^ages which he is sup- 
posed to receive.” Thus as long as the efficiency of the labour 
is, and remains, low’^ there is no hope and no justification for 

>5 Speaking of the Labourers in the different mines P. Banerjee 
observes, '' The labour material is very unformed, possesses little skill, 
and requires constant observation.’’ (Indian Economics. Macmillan, 
p. 97.) 
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higher wagois. Simply b^ecaiise as it is loiir industrias have to 
fi gilt against foreign competition and, without substantial aid and 
protection by the Indian G-overnment have to face extraordinai*y 
difficulties, they cannot be expected to be still further handicapped 
by an increase in the real wages of the labourers, so long as they 
do not increase their efficiency. 

Thus the problem which confronts us is to find out ways and 
methods leading to the efficiency of Indian labourers. It is not 
only what a labourer does not earn and ihu« fails to secure but 
the way he spends what he earns that afiects his efficiency. In 
other words, it is this attitude of his mind as (X)iulitioned by his 
social heritage towards his individual and social life which mars 
his caiiacity for efficient output. Then it is clear that the money 
spent on useless cereinonies, vain display, and idle or harmful 
habits has not the same reproductive value as the ex}>enditure in 
.self-education, cdvildrerrs education, sanitation, better clothing, 
housing and feeding. The efficiency of the labourer does not depeiid- 
on bis personal merits sucli as ability but also on bis general standard 
ot living. And a rise in the general standard of living is only 
possible when the income is appropriately and j^roportionately 
spent on the satisfaction of difTerent human necnls. Only when 
our absolute necessities are satisfied and after we have been able 
to meet the demands of cultural life such as education, only then 
we may, in case we can afford it, spend on luxuries. Thus, in 
othcu’ words, a proporticmate spending on absolute and cultural 
necessities -should precede an expenditure on luxuries and the ex- 
penditure on luxuries to be made only in < ase there is evioiigh 
nioiiey to spare. And this is exactly what our labourers frequently 
forget. Both the poor amount they earn and the way the 
lahoiirers spend their money retard their progress and tell very 
hea\ily on their efficiency. It is a matter of common knowledge 
that oiir labourers have been taking to drinks and stimulants at 
the (tost of food and nonrisbment. It is of commonplace observa* 
tion that from tffe very day there is a deorea«0 in the quantity or 
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the quality of food consumed by the lahoiirer, and indifference 
shown towards the life-promoting and healthy surroundings, theie 
will be a marked decrease in his efficiency. The more he takes to 
stimulants, the less wall be his efficiency. 

Thus, in order to raise the industrial efficiency it is our fore- 
most duty to check the growth of alooholism. Compared to 
Western countries the quantity of alcohol consumed in India does 
not seem very alarming but w^hen the bad quality of indigenous 
alcohol as consumed by the labourers and their very low wmges 
are taken into consideration the comparison does not stand veiy 
favourable. Bad distribution in different items of expenditure, 
wastage on social functions, disproportionate exiienditure on 
stimulants are the chief characteristics of the standard of living 
of our labourers. And this explains also the hw standard of our 
industrial efficiency. 

In the end in order to avoid misunderstandings I wish to re- 
mark that it is not my intention to justify the miserable waiges 
])aid to Indian workers, neither do I wish to assert that improve- 
ment in the conditions of the labourers should or could not be the 
aim and object of the employers. Far from this I consider tliat it 
is a duty of every employer to look after the w^elfare and material 
prosperity of his labourers. To what I wish to direct your atten- 
tion and what I seriously think to be a possibility is the mere 
fact that in spite of all there are many chances for the labourers 
to improve their tondition, primarily by raising their standard of 
living, i.e., chiefly by a more rationalised system of expendituie. 

Thus the conclusion at which we arrive is that so long as there 
is no appreciable rise in the standard of living of the labourers, 
there is no great hope of our country ev^er attaining industrial 
supremacy w^e are so fondly striving to achieve and which could 
eventually be realised especially in view^ of the fact that once in 
bygone days India did attain the supremacy of the w’^orld in In- 
dustry and Agricud ture. She w*as then the envy of other nations 
and the admiration of the world, 



FOOD AND FOOD REQUIREMENTS OF THE 
INDIAN LABOURERS 

BY 

Radha Kamal Mukerjee, M.A., Ph.D. 

professor and Head of the Depart’inemt of Economics ami 
Sociology y Luokiiow TJrdvers^ity, 

It lias been observed that dififereiices of climate affect the food 
requirements of workers* Maurel estimates that the number of 
calories necessary for a male adult weighing* 55 kilograms and 
performing light work varies from 1,G50 in hot seasons in warm 
regions to 2,760 in cold seasons in cold regions.^ Work has been 
done in India and Japan on the basis of 2,000 calories as compared 
with 5,000 which was the British War ration, and r3,30O which 
is estimated to be the average requirement of a Britisher engaged 
in sedentary pursuits. 

Much depends also upon the general standard of physical 
measureinent. The food recjilirement of an average American is 
based, for instance, on the average body weight of 70 kilograms 
(154 pounds). In India we have to base our calculations on a 
different average weight. The weight of an Indian has been found 
among different tribes and communities to be less than 10 to 20 
per cent of the standard weight of a European. Professor Mori- 
moto estimates that a Japanese may be fairly expected to consume 
only (SO per cent of what a foreigner needs, for the average w^eight 
of a Japanese is only 13 kwan, 830 momme, to the European’s 17 
kwan, 20 momme. 

In dietaries nitrogen has a position of its own. We must 
daily take in a certain minimutni quantity of the element but 
opinions have differed as to the exact amount of this minimum. 

1 Proceedings of the World Population Conference, p. 93, 
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It now appears that the minimum is not so much of nitrogen itself 
as of particular amino-acids of which it forms an essential part. 
The apparent minimum will thus vaiy according to the type of 
protein ingested and we could make it smallest hy becoming 
cannibals ! 

Nitrogenous foods next are heating to the body and, on ac- 
count of this, pex>ple who live in the colder climates are accustom- 
ed to take more nitrogenous food than those in the tropics. Thus 
it comes about that custom gives Indian diets much less nitrogen 
than the Eurojiean — from 50 per cent to 70 per cent less. More 
vegetable proteins are consumed in India than in the West. Speak- 
ing about vegetable juoteins Dr. S. AVright observes that though 
these are rather less elective as body-builders, there are marked 
exceptions: ‘‘ The mixed proteins of wheat or maize as found in 
flour or meal will maintain nitrogenous e(iuilibrium at a fairly 
low level, particularly if whole grain is used and if it be supple- 
mented by small quantities of other proteins such as those of 
milk.’’ 

COMrARlSON OF FooI) CoNSUMITION 

Grams of protein per Calories from 



man per 

day. 

all sources. 

1. 

Standard requirement for men at 




moderate work in the Western 




countries (At water) 

125 

..., 3,500 

2. 

For hard work 

150 

... 4,500 

3. 

British AVar Eation 

175 

... 4,865 

4. 

Average man (Royal Society Food 




War Committee) ... ...( 

100 

..., 3,390 

5. 

Fourteen families in York (wages 




under 26s) Rowntree ... 

S9 

... 2,685 

6. 

Twelve labourers’ families in New 




York (Wilson) 

101 

..., 2,905 

7. 

For light work in Japan (Oshima) 

100 

... 3,000 
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Grams of protein per 

Calories from 


man per 

day. 

all sources. 

8. 

For hand work (Jinrikshaman) 




(Oshima) 

158 

... 5,050 

9. 

Twenty nifddle class families in 




Shantung (^Adolph) 

111 

... 3,355 

10. 

Artiyvan Family in Bengal 

40 

... 2,283 

11. 

Bengal prison diet (McOay) 

93 

... 3,500 

12. 

Standard Military ration in Baroda 




(Mrs. Strong) 

86 

.... 2,400 

13. 

Standard army ration in Ihiroda for 




followers 

86 

... 2,0T'7 

14. 

For muscular agricultural work in 




the United Provinces 

100 

.... 2,400 


. Chit ten den’s figures of the nitrogen metal)olized per kilogram 
of body-weight may be compared with Volt’s, McCay’s ami 
Oishima’s figures as follows: To these have been added figures 
obtained at the ‘Physiological Laboratory, Lucknow University. 


Bengalees and Uoriyas (rice diet largely) 

-116—120 

Chittenden 

•120—130 

Biharis and Eastern Bengalees 

•140—160 

Japanese, poor classes 

•177 

Nepalese 

■180— -250 

Sikkim Bhutias 

•260 

Average European 

•270 

Tibetan and Bhutan Bhutias 

•350 

Nepalese Bhutias 

•4202 

Average European in India 

•224 (McOay) 

United Provinces peasant 

•092 

,, middle class 

•140 

,, factory hand 

•100 


2 Castellani and Chalmers, Manual of Tropical Medicine, p. 100. 
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Since the investigations of Chittenden and Hindhead the con- 
viction gained ground that the number of calories which had 
formerly been considered necessary for a good working diet was 
much too high. Above all, the quantity of jjroteins could be re- 
duced to almost half that which was formerly considered indis- 
pensable. In Germany it has been estimated during the last 
War that the population was over-eating to the extent of 59*7 per 
cent calories and 44 per cent protein. When rations in all the 
armies had to be restricted the suggestions of physiologists were 
carried out in practice especially among the Germans whose 
olfensive power and resistance were- not affected thereby. 

Burridge finds from a recent survey of the peasants diet in 
the TTniied Provinces that it gave its caloric enegy as 2,400 and 
allowing for 10 per cent w^asie, as 2,160 as against 3,500 for a 
British workman of 67 kilogram weight working 8 to 9 hours per 
day, but the latter diet would not be suited for work in the Indian 
sun as is that of the Indian coolie who is very much in the 
dietetic position that the non-fighting German population were 
during the W^ar. He observes : It is evident then that when- 

ever it is easily possible for heat production to outstrip heat loss, 
work can be more sanely and economically done at the expense 
of fats and carbo-hydrates and the low nitrogen value of Indian 
diets has probably been determined through this factor. It may 
be that the virile race develops in a particular country because its 
climate makes a high nitrogenous exchange possible. The Indian 
ryot according to European standard has a low level of nutrition 
which may cause fatalism but may fit him better for his actual 
task.’’^ It was found out long ago that the basal metabolism of 
humans, (i.e., the heat production of the normal individual lying 
comfortably at rest about 12 to 15 hours after the meal) is lower 
in the tropical or sub-tropical regions.^ Metabolism studies in 

5 Royal Commission on Agriculture, Vol. I, Part I, Evidence, p. 167. 

^ For a Summary of Metabolism Studies on Indians, see Mason and 
Benedict, Indian Journal of Medical Research, XIX, 1931. 
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Brazil, Jamaica, the Philippines and Australia have indicated 
clearly the influence of climate, temperature and humidity in 
establishing' the level of vital activity. The basal metabolism is 
also influenced by the nature of the food consumed. In a warm 
country like India an appreciably low metabolism is accompanied 
by a low level of protein consumption or protein assimilation'. 
There is established in fact a reeii)rocal adaptation of region, race 
and food, of metabolism, work and food intake or absorption.^ 
Metabolism investigations were started for the Indians in 192() 
by 11. N. Mukerjee in Calcutta,^ The Bengalee metabolism was 
found by him on the average 9 per cent below the Western 
standards. 

A detailed investigation at the physiological laboratory, 
Lucknow University, of the basal metabolism of peasants in the 
United Provinces showed that the number of calories needed w^as 
about 1,2(X). This estimate has been reached by measurements 
carried out by the British Benedict metabolism apparatus.^ The 
average basal metabolism has been found to be 6-9 per cent below 
the English and American standards. A similar investigation 
in South India showed that the basal metabolism of women was 
11 to 13 per cent below Western standards. If we add 7 per cent 
to these results, we obtain — 16 per cent as the approximate basal 
metabolic rate of South Indian male workers. Sokhey found the 
metabolism of male medical students in Bombay averaging 12 per 
cent below the Western standards. Similarly, in a later investi- 
gation Mukerjee and Gupta found that the metabolism of healthy 
Bengali men from 20 to 29 years of age averaged 13-3 per cent 
below the Western standards.® 


5 Mukerjee, Regional Sociology, pp. 59-60. 

6 Calcutta Medical Journal, XX, p. 425. 

7 N. I). Banerji, Indian Journal of Medical Research, XIX, 229, msi. 

8 Mukerjee and Gupta, Indian Journal of Medical Research, 
XVIII, 1931. 
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It has also been discovered that high temperature and es- 
pecially high humidity of the atmosphere lowers the basal meta- 
bolism. In the West it has been long known that the basal 
metabolism is higher in winter than in summer. In India, how- 
ever, humidity is even more important than a high temperature 
in reducing the metalx)lic rate. Thus, in weeks of high tempera- 
ture and high humidity work in the Indian factories as anywhere 
else, is bound to slacken and the reduction of industrial output 
has a definite correlation with the lowering of the metabolic rate 
of the labourers. 

Climatic factors such as temperature and humidity, racial 
factors such as the size, weight and configuration of the l)ody as 
well as the amount of protein intake or protein absorption all 
influence the level of vital activity of a people. Further, i])e 
basal metabolism rises and falls according to the seasons in the 
same region. When the worker is very low from the metabolic 
point of view, there are not merely lassitude, idleness and laek of 
zest but the predisposition to disease also actually increases, 
lliese facis clearly indicate that the distribution of hours in a 
factory work should be carefully regulated in some measure ac- 
cording io the variations of the nieiabolic late of the workers 
through the seasons. High atmospheric temperature coupled with 
a high degree of humidity, which are prol)ably the most signifi- 
cant factors in reducing the basal metal)olic rate of the Indian 
workers, should be avoided as far as practicable for long periods 
of strenxious industrial operations in the plains of India. Hours 
of work must necessarily differ ai^cordiiig to climates, dietaries 
and metabolic rates. 

A survey has been undertaken of the grades of workers in 
Cawnpore and their dietaries and caloric energies tabulated as 
follows : 

I. A working class family of the lowest grade. — Income Rs. 12 
per mensem. The family consists of the worker and his 
wife and two children, aged eight and six, 
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Consumption per week Quantity Calories 

1. A mixture of wheat, gram 

and barley (in the pro- 

portion of 2:1:1) ... 14 srs. ... ^34,9431 

2. Arhar dal ..., ... 2 srs. 10 eh. ... 5,6720 

3. Vegetables ... ... i sr. • 315*6 

4. Gur ... ... 3^ cbi. ... 401*8 

6 . Meat* ... ... J sr. ... 1,006*4 


42,338*9 

Calories per adult worker per day — 2,341. 

* Meat is « consumed however only for one or two days in a month, 
A meat week’s diet is taken here. For ordinary days the diet yields 
2,393 calories, with vegetables (which are a substitute for meat and 
dal) the diet yields 2,077 calories. 


II. A working class family of the middle grade — Income Us. 25 
per mensem. The family consists of a single adult 
worker. 



Consumption per week 


Quantity 

Calories 

1. 

Wheat flour 

5 srs. 

4 ch. 

... 18,0417 

2. 

Bice 


14 ch. 

... 2,916'2 

S. 

Arhar dal 


14 ch. 

... 2,2890 

4. 

Vegetables 


4ch. 

158'3 

5. 

Ghee 


7 ch. 

... 3,1420 

6. 

Oil 


ich. 

112-2 

7. 

8. 

Milk 

Salt 

3^ srs. 


.... 2,2260 


23,885*4 

Calories per adult worker per day — 3,412. 

III. A working class family of the highest grade. — Income 
Bs. 40 per mensem. The family consists of the worker 
and his wife and three children aged nine, three and a half, 
and one, 
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Consumption per week 

Quantity 

Calories 

1. 

Wheat flour ... 

14 srs. 

34,739-6 

2. 

Bice 

3^ srs. 

11,663-8 

3. 

Arhar dal 

2| srs. 

11,629-0 

4. 

Ghee 

7ch. 

3,141 6 

5. 

Oil 

Ich. 

448-8 

6. 

Meat 

12 ch. 

1,509-6 

7. 

V egetables 

1 sr. 

6312 

8. 

Salt 




Calories per adult Avorker per day — 3,448. 

59,763-6 

IV. 

A working class family of lower middle grade. — Income 
Es. 18 per mensem. The family consists of the worker, 
his wife and two children aged seven and one and a half. 


Consumption per week 

Quantity 

Calories 

1. 

Wheat flour 

7 srs. 

17,389-4 

2. 

Bice 

3J srs. 

11,664-8 

3. 

Arhar dal 

1 sr. 14 ch. 

3,815-0 

4. 

Meat 

6 eh. 

754-8 

5. 

Vegetables 

6 ch. 

237 4 

6. 

Ghee 

5Jch. 

2,356-9 

7. 

Oil 

Ich. 

224-4 

8. 

Salt 

7 ch. 





36,442-7 


Calories per adult worker per day — ^3,314 


V. A working class family of middle grade. — Income Bs. 27 per 
mensem. The family consists of the worker, his wife and 
three children aged twelve, ten and two. 
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Consumption per week 

1. Wheat-gram-barley flour 

2. Arhar dal 

3. Rice 

4. Vegetables 

5. Meat 

6. Ghee 

7. Oil 

8. Gur 

9. Sait 


Quantity 

Calories 

10 srs. 8 ch. 

... 26,222-7 

5 srs. 4 ch. 

... 11,445-0 

5 srs. 4 ch. 

... 17,497-2 

12 ch. 

4750 

12 ch. 

... 1,509-6 

bl ch. 

... 2,356-9 

2 ch. 

448-8 

7 ch. 

803-6 

104 ch. 



60,758-8 

Calories per adult worker i)er day — 2,993 

It is striking that the Indian worker in the factory not merely 
requires but also obtains more calories than are needed by the Indian 
peasant or a professional man engaged in sedentary pursuit. Thus 
the calories per adult worker of the lowest gi’ade (2,341) are much 
higher than the estimate of calories needed for a professional 
worker or a peasant ealculafed on the basis of a study of the latter’s 
basal metalx)lism. On the other hand, the calories whicdi the 
Indian working man’s diet yields hardly reach the level at which 
the British working man’s dietetic position ordinarily stands. 
The following comparison is significant. 

Basal Metabolism 

Calories Diet 

British working man ... 1,700 ... 3,500 

Indian working man ... 1,200 ... 2,400 

The former has surplus of 1,800 calories to expend on bodily 
movement (including his work) while the latter has 1,200 calories 
only. It is usual to deduct 10 per cent from the theoretical caloric 
value of a mixed diet to allow for the loss due to non-assimila- 
tipn, which is more marked on a vegetable than on an animal 
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diet. Thus the caloric value of the Indian working-man’s diet 
comes to 2,1 GO calories. The surplus available to the Indian 

labourer in excess of resting- requirements is accordingly reduced 
to 960 calories as compared with the British labourer’s 1,800 

calories. A part of this difference is af‘counted for by lower 
weight, but the difference indicates not merely less stamina and 
more apathy but also less strenuous work, which may be forth- 
coming. For moderate work 700 — 1,100 calories, and for heavy 
work 1,100 — 2,000 calories in excess of resting requirements has 
been estimated by the Food Committee of the Enyal Society to be 
indispensable on account of the increase of metabolism. 

It has also been found that the expenditure of calories in- 
creases thrice when the rate of working is doubled. Both climate 
and ])hysiological adjustment have fitted the Indian factory hand 
to work at a slower pace, and if he has to labour unremittingly 
and strenuously for long hours he adjusts himself by occasional 
idleness as well as absenteeism. There is no doubt that work under 
factory conditions both in India and in England demands strenu- 
ous expenditure of energy and its recoupment. It is true that the 
warmth of the climate does not require heat production to offset 
heat loss as in the Western countries but, on the whole, the pres- 
sure of unremitting work in standardised production in the factories 
can only be maintained for long and suecessfidly on a diet which 
is physiologically more nutritive. This is responsible not to a 
small extent not merely for industrial inefficiency, but also for 
greater absenteeism and prevalence of disease and mortality among 
the factory workers in our country. Finally, it is found that 
the Indian worker has probably a greater degree of relaxation 
during rest than has the Western worker. This has been attribut- 
ed to the latter’s nervous tension on account of which he finds 
complete repose only during sleep.^ If this be so, the distribution 


^ Mason and Benedict, Indian Journal of Medical Research, 
1931 . 
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of rest pauses between intervals of work in factories will increase 
industrial efficiency and output in larger measure than is expected 
in tbe West. The basal metabolism which we measure at the 
physiological laboratory thus might be of great aid to the eco- 
nomist and the factory manager in determining the hours of 
labour and intervals of rest for the maximum industrial output. 
Similarly, the results of investigations of the specific effects of 
nitrogenous foods on hard work may contribute materially to the 
increase of industrial efficiency. The cooperation of physiology, 
psychology and economics is essential in order that we can analyse 
and control all the factors which govern both the speed and 
volume of production in a country. It is indeed imperative that 
man’s labour and repose should be regulated by the methods of 
science so as to ensure at once the maximum output and well- 
being, and recent advances in our knowledge of vital activity and 
nutrition clearly indicate that such regulation would differ ac- 
cording to region and race. 
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I 

The sul)ject of Avajjjes may be ref’iirded from two ditferent 
points of view : 

(a) As a means of livelihood for the workers in a factory; 

(1)) As an item in product ive exi)enses or cost. 

Owing to the keen coinpetitioir prevailing among the rivals in 
industry, industrial magnates are driven to ihe necessity of finding 
ways and means for reducing the productive expenses. The 
science of costing and its application to industry has rendered pos- 
sible an analysis of the ditferent elements determining the supply 
price of a commodity to be placed on the market. Till a few 
decades ago, the obvious and possibly the only workable method of 
effecting a reduction in the cost of out])ut was considered to lie in 
the direction of reducing the rates of wages. The growih of 
labour organisations and the coiisecpient insistence on a minimum 
wage has made it necessary to think out a s(dution such that a 
reasonable standard of wages is maintained with a maximum out- 
put. Thanks to F. W . Taylor and the evolution of the new' science 
of Management, attempts are made to su(‘cessfully reduce produc- 
tive costs without reducing the rates of w^ages. The human factor 
in production is being emphasised and with it, problems of labour 
are attracting increased attention all over the world. I propose to 
deal in this pai)er with the problem of labour turnover in its rela- 
tion to productive costs, A large turnover cumulatively costs an 

E. 6 
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industrialist a hundredfold more than that of the Strike as produc- 
tive efficiency is hindered in several ways. Unlike the Strike, 
how^ever, it automatically yields no hope of industrial or social 
gain, in better standards of wages or of living or of broadened 
imrchasing power. Only by its elimination can its constructive 
possibilities be realised. 


II 

The definition of labour turnover as adopted by an association 
in America may be noticed at the very outset. Turnover is the 
change in personnel brought about by hiring and termination of 
employment. An extract from%, business journal in America is 
given below as it gives a very graphic description of turnover. 

“ If you would know at first hand the big weak spot in our 
American manufacturing system, throw^ away the cur- 
rent newspaper editorials on the Menance of the un- 
restrained labour strike, and set your alarm-clock at 
5-tK) a.m. It is worth an early start; for you are on the 
track of an economic wastage so colossal as to match its 
hundred dollars of annual loss to every ten dimes of 
financial injury wrung as the toll of the industrial dead 
lock. 

In the chill of the gray dawui, dresscii in the oldest clothing 
you can muster, turn your face from your familiar 
haunts in the office section of the city, and make your 
way toward the ranks of tall chimneys guarding the out- 
skirts of the town. 

Slip quickly by the silent bulk of dead factory, union-picket- 
ed without and police-sentried within, which is featur- 
ed in the morning’s headlines; for your errand is not 
to the plant-breeding from industrial surgery by 
men as of the striker’s axe but to one whose line- 
shafting is seldom idle, and whose doors have been 
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Tintroubled for twenty years liy the shadow of a 
Walking Delegate. 

You are in search of what is ordinarily reckoned the most 
coininouplace and normal of all the daily sights in any 
manufacturing community — a nondescript group of 
job-hunters, tailing down the block from a factory em- 
ployment ofFi(‘e’s closed door. ISTevertheless as you take 
your idace in line, and stand elbow to elbow with them 
in thc'^ keen air of sunrise, you have become a unit in a 
national menace to the employer, to labour and to 
society at large.’’ 

Turnover refers to the total number of labourers employed in 
an industrial factory during a given period for taking the place 
of the employees Avho for one reason or another have severed their 
connection^ with the factory. Unlike the typical handicraftsman 
of the Middle Ages who pursued the same trade all his life in the 
same town, the Industrial Revolution has increased the mobility of 
lal)our in different ways. The workmen leave one plant to enter 
another j)lant in the same industry or one in a totally different 
industry. The modern wage relation is becoming transitory and 
the occupancy of a particular position is tending to become tem- 
j)orary. To maintain an average labour force of say 1,000 labour- 
ers, it may be often necessary to hire 2,000 or 3,000 during a year 
to fill the vacant illaces that may arise or to replace those that 
leave the jobs. This excess of hired men, viz., 1,000 or 2,000 
labourers over what would have been needed, had original employees 
stayed through the year is reckoned as a turnover of labour. This 
is expressed in terms of percentages calculated either with reference 
to the number of employees working at the end of the year or to 
the average number employed during a year, allowance being made 
for the natural growth or decay of any industry during a given 
period. Time and space do not permit me to go into all the as- 
pects of this complicated question with the aid of statistical illus- 
trations, viz,, the nature and extent of labour turnover in different 
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countries, the discussion of the formula employed for computing 
labour turnover, the more relevant and interesting questions relating 
to the classification of cauvses for these ‘‘ Labour Separations 
(personal, sofual and industrial causes) and the methods that are 
employed l)y countries in the West for successfully reducing the 
huge amount of labour turnover. Therefore I shall content myself 
with a consideration of the relation this question bears to productive 
costs of a modern industry. 


Ill 

In dealing wilh the sul)jef‘t of Industrial costs, it may be said 
thai, generally speaking, expenditure on wages and salaries is one 
of the most important items that enter into the expenses of an 
industry. The total or gross cost is usually analysed into 
(1) Prime or Plat Cost, and (2) Oncost. That part of general 
oncost which relates to the Works in hand is to l)e distinguished 
from Office Oncost or Administrative expenses. Prime Cost and 
Woiks Oncost together constitute Works cost. Prime cost is usually 
com})osed of expenditure on* imoduetive or direct labour charges, 
{’ost of materials issued and other chargeable expenses. Items 
sindi as factory rent, depreciation, repairs and maintenance of 
]>]ant, machinery and loose tools, etc.^ are included under Works 
OiH’ost, Office Oncost being made up of exiienditure on administra- 
tion including items like salaries of office staff, printing, stationery, 
advertising and postage. Without going further into the details 
of cniculating industrial costs, it is sufficient to state that sample 
analyses of productive costs usually indicate that the rise in labour 
costs constitute a large portion in the increasing supply pirices of 
commodities placed on markets. 

The average manufacturing charges per spindle per day 
and per loom per day for a limited number of mills in Bombay 
and other up-country mills are given below. These figures are 
taken from the Report of the Indian Tariff Board and a distinc- 
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tion is made therein l>etween mauufaetuiins' and overhead 
charges.'! I’lie i^tal manufacturing charges are: 

Bombay mills Up-country 
mills 

Total ma nuf aeturing* cliarges per 

spindle per day ••• 8‘4G pies 7- (7 pies 

Total manufaciuring charges per 

loom per day ... ... 45d’7T pies 40O’29 pies 


(Total Manufacturing Charges are made up of the 
following* items of expenditure: — Fuel and power: 
Kepairs and upkeep of machinery: Stores: Wages.) 


Of the total costs given above, lal)our costs alone amount to 504 
I)ies and 080 pies j)er sj)indle and OlT-04 and 255 50 pies pei* loom 
in Bombay and up-country (‘entres respectively. Though Bombay 
is at an advantage in resj)ect of the direct costs like expenditure on 
fuel, power, stores, etc., the millowners in Bombay .sutfer from a 
serious disadvantage over the mills elsewhere in respect of their 
heavy labour costs. 

Attempts are made everywhere to reduce this heavy costs of 
labour by finding ways for making the labourer yield a higher 
return. In the language of the Balfour Committee- on Industry 
and Trade, the ceiiti*al wages problem at the present time is to com- 
bine the maintenance of a reasonable standard of weekly earnings 
with a maximum output obtainable at a given wages cost.’’ Fewer 
men are employed for a given quantity of production, the opera- 
tives being asked to produce more, if they are desirous of sulrstan- 
tially raising their standards of life. This brings along with it 
certain inevitable evils, increased unemployment and loud protests 
from labour organisations being some of the i:)rominent ones. 


i Keport of the Indian Tariff Board (Cotton Textile Industry En- 
quiry, 1927, Tables, LXXI and LXXII, p. 120. 
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Alternative methods for economising productive costs without 
the conjoint ills referred to alvove are suggesting themselves to 
leaders of industry in industrially advanced places like America 
and countries in Europe. A reduction of labour turnover is a 
subject which has begun to attract wide attention during the last 
few 3 ^ear 8 . The managers of factories have come to realise 
that an unnecessary change in the personnel of a given establish- 
ment is beset with serious difficulties. The industrial inefficiency 
and the social troubles resulting from this bad industrial practice 
of taking in new men by sending away the old, sometimes taking 
advantage of the needs of the under-selling workers in a glutted 
market, are being recognised. Such ineffiidency is bound to react 
on productive costs. Apparently cheap labour becomes ultimately 
costlier. 

Though the exact extent of labour turnover cannot be definite- 
ly ascertained for lack of comx)lete statistical evidence, the informa- 
tion available is considered enough to emphasise the magnitude of 
the i^roblem, (lordon 8. Watkins in his instructive and interest- 
ing work on Labour Problems has indicated how in the United 
States of America a turnover of 300 per cent was coiisidered normal 
for many enterprises.^ It is interesting to notice that even in a 
(‘ompany like the Lord Motor Company managed by one who 
('laims to have so systematised the art of production as to effect 
economies in productive costs on most up^-to-date methods, 54,000 
labourers had been hired during the year 1912-13 just to maintain 
an average working force of 13,000 yielding a labour turnover of 
nearly 400 per cent. It is further instructive to notice how in the 
next year the I'ord Motor Comi)any hired only 7,000 labourers 
afresh to keep up an average working force of 17,000, the extra 
4,000 being required to build up the permanent force for increased 
activities. The turnover was thus reduced fram over 400 per cent 

2 An Introduction to the Study of Labour Problems, bjy G. S. 
Watkins, p. 260. 
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to nearly 23 i)er cent, profit-sharing scheme being one of the 
factors responsible for this reduction of wasteful mobility of 
labour along with several other improvements effected by the 
Company in their employment section. ‘‘ This improvement re- 
presented a saving to the (*ompany of at least | 2, 040, 000/’ These 
experiences can be duplicated from the study of the history of the 
working of companies in America that have a definite and con- 
structive labour policy. 

IV 

That the evils of labour turnover are present in our Indian 
factories is evident to all those who have been in touch with em- 
ployees in organised industries. The statistical evidence available 
at present cannot, however, be made use of to study the extent of 
the evil or the effects on productive costs. In the authori- 
tative and informative lieport of the lioyal Commission on Indian 
Labour, there are a few references to this problem. In this Report, 
the disadvantages of turnover are summarised thus: 

The constant changing* of the labour force in individual 
establishments, which is associated with the present 
system, carries with it serious disadvantages, from the 
point of view both of the inanagement and of the 
worker. It necessitates the continuous turnover of em- 
ployees, many of whom may be entirely new to the 
particular factory and to its machines and methods of 
working, with a consequent loss of efficiency which re- 
acts on both parties. It also places a serious obstacle 
in the way of establishing contact between employer 
and employed and of building up the sense of co-opera- 
tion; and the worker who returns after a spell in the 
village, has, in most cases no guarantee of re-employ- 
ment on his return."^ 

Later the Commission refer to the extent of turnover by stating 
that ‘‘ In a large number of factories the fresh employees engaged 
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each month are at least 5 per cent of the establishment, so that, 
in a period of less than two years, the fresh engagements exceed 
the number of the total labour force/'* If in the cotirse of two 
years, the whole lalxmr force should change, one can easily imagine 
the divslocation of work in a factory. This constant change of 
emjdoyees is a double-w^edged weapon of destruction as it hits both 
the labourer and the employer and thus contributes to an increase 
in costs. The serious evils resulting from this change of lal)our 
force muvst not blind us to the fact that some amount of labour 
turnover is inevitable in all industries. Excluding the changes in 
the labour force brought al)out by a natural expansion 
or contraction of any industry, two kinds of labour turnover will 
have to be distinguished, viz., the Unavoidable and the Avoidable. 
Labourers that die, fall sick or are fatally injured, children that 
leave their jobs after they attain manhood, women that leave the 
jobs after marriage, etc., — these should be replaced. This inevi- 
table part of labour turnover cannot possibly account for any ap- 
preciable portion of replacements in modern industrial establish- 
ments. In the United States of America, it was estimated that 
a decade ago these causes could not account for more than 10 per 
cent of the total percentage of labour turnover. With the growth 
of w^elfare arrangements and greater interest exhibited by the 
State and the employers in the welfare of their workers and the 
stringent application of sound Factory Laws, even the small per- 
centage of turnover caused thereby must go down gradually. In 
our country, it may, perhaps, be right to expect a slightly higher 
percentage under this head as the rise of a class of industrial 
labourers dependent for their living mainly on factory wages is 
itself of recent development with us. The extraordinarily un- 
healthy, and oftentimes undesirable, conditions of work prevailing 
in some of our factories, the higher mortality rates among work- 


^ Report of the Royal Commission on Labour in India, pp. 18 and 
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men and such other causes may account for a slightly higher 
percentage of the inevitable portion of labour turnover/ Speaking 
of the employment situation in the month of June 1931 in the 
textile and engineering industries in certain areas, the Bombay 
IjohouT Gazette which issues its monthly bulletins points out that 
the average absenteeism in the textile industry as a whole amounted 
to 8*33 per cent and in the engineering industry, i.e., the rexH'esen- 
tative workshops amounting to 12*64 per cent/ This is only a 
very subordinate factor to be taken into consideration in the com- 
puting of labour turnover. 

V 

It may be asked — How does labour turnover financially affect 
the labour costs? In the absence of a contraction in the growth 
of an industry, the labour force once employed at the beginning 
must continue to exist till the end. Unless, therefore, the rates 
of wages are reduced, how can the labour costs be affected whether 
the wages are paid to the originally employed labourers or to the 
re]daced labourers? How a change in the personnel of the labour 
force affects a given industry financially, by bringing about an 
increase in i)roductive costs becomes clear on an analysis of the 
economic waste really involved with each change in the personnel. 

The replacement of a tried employee by another new job- 
hunter costs the employer differently in different kinds of indus- 
tries; these vary also with the nature and kind of the employee 
that severs his connection with the industry. The cost of replac- 
ing a clerk in an office or a shop must certainly ditfer from the 
cost involved by the replacement of a vskilled mechanic or a tried 
operative working say on the basis of piece wages. In processes 
involving technical knowledge and expert skill, efficiency grows 
with experience. It is, therefore, clear that the cost of replacing 

4 Labour in Indian Industries by G. M. Braghton. 

6 Labour Gazette, July 1931, p. 1079. 

U. 7 
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such iaboiir alfeets productive costs Biore heavily than the labour 
of an unskilled kind. Even in an office the replacement of a tried 
typist by another allows accumulation of arrears of work with 
its adverse effects on the efficiency of the office. The principal 
items of cost relating to the different groups of employees are given 
below with the object of illustrating how each replacement 
enhances the productive costs in a given industry. 

(a) Cost of clerical work necessary for hiring fresh labourers. 

This hiring expense applies to all kinds of labour 
fairly equally. 

(b) Cost of instructing the new employees. This varies 

with the nature of the labour foice to be replaced. 
The variations in the scale of apprenticeship fees 
charged by the various professional bodies must illus- 
trate ' the point. With the degTee of skill and ex- 
perience required for efficiency, this cost of training 
may perhaps l)e said to vary in direct ratio. 

(c) Cost of increased depreciation resulting in careless handl- 

ing of machinery and tools by new employees. It 
* 

may be difficult to fix a correct figure under this 
head. That changes in labour force do affect the 
lengevity of a machine is a fact beyond any shadow 
of doubt. Increased depreciation enhances the total 
productive costs resulting in an, increase in the supply 
price of the commodity produced. 

(d) The greatest loss results from a diminution in the rate 

of production caused by a change in the personnel of 
the labour force employed by any industria;list. It 
may not be out of place to mention that in a banking 
office with which I am connected as an auditor, the 
change of employees brought about deilay in the pre- 
paration of fina)l accounts besides constant loss of 
income in the way of interest earned short, owing to 
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defective calculations. It is experience tliat brings 
increased dexterity and quickness of workmanshix) 
which closely react on the quantity and quality of 
output produced, which in turn affects the cost of 
production. Not merely is the yield reduced owing 
to a diminution in the rate of production, the larger 
amount of 8X)oiled work further reduces the relation 
that costs bear to output. 

(e) The new employees being unfamiliar with the work in 
a factory, that they newly enter, are exposed to in- 
juries and accidents to a greater degree. Extra ex- 
j)enditure on account of comx)ensation and medical 
assistance to be rendej*ed to them further enhance costs 
of labour indirectly. 

The importance of each of the above factors is also bound to vary 
with the nature of the workers hired afresh to rejdace the dismiss- 
ed or the discharged employees. If the new labourers are those 
that have migrated from one factory to another, the experience 
they have acquired may redu(‘e the cost involved in some of the 
items referred to in the above analysis of costs. 

VI 

Whatever may be the final stej)s taken to solve this x)roblem, 
the recognition of the evil and the magnitude of its influence have 
marked a great advance in the development of industry in the 
countries of the West. The cost per each change in the personnel 
has been estimated differently by different investigators. A few 
years before the War, one of the industrial managers aj)pear8 to 
have placed this figure at $30 j^er man, others suggesting $50 to 
|200 per employee, when the average wage per employee was some< 
where about $600 per annum. This indicates that each labourer 
replaced meant an extra cost carrying from 5 per cent to 33 per 
of the total labour cost for any given industry. By a proper 
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appreciation of the costs involved, all avoidable turnover can be 
reduced by making the labour force once emi^loyed stay in the 
industry. Without hitting the labourers, the employers stand to 
gain largely as they can effectively reduce a portion of labour costs 
which figure prominently in the totail cost of production produced 
in the modern industrial world. The capitalist and employer 
in India are the product of Western influences; the spirit of West- 
ern industrialism has entered into their souls through the training 
they may have received much more than through the wealth 
they have gathered or inherited.’’^ Is it not essential that a 
machinery should be devised to reestablish under modern condi- 
tions the human factor in the industrial life of our country? 


^The Wealth of India, by Wadia and Joshi, p. 3Sl, 
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SUMMARY 

Section 1 outlines the issues involved in the theory of the trade- 
(*ycle. Section 2 attempts to set out briefly the conclusions which 
may be said to have been established more or less firmly till now. 
Section 8 outlines the theory of Prof. J. M. Keynes as advanced 
by him in his Treatise On Money. Section 4 is a statistical study 
of the main features of the present trade-depression as it has 
developed in India. Section 5 is devoted to a statistical study of 
the temporal order of events in a trade-cycle in India and else- 
where.* 


( 1 ) 

Industrial Fluctuations — the new phrase conveys an im- 
plication of its own — raise several questions in economic theory to 
some of which at any rate no complete or conclusive answer is yet 
available. We may cite here the most outstanding among them — 
if only to throw into bold relief the limited nature of the ground 
covered in this Paper. What are the common characteristics and 
distinguishing symptoms of the fluctuations which an adequate 
theory must fully account for? The characteristics most frequent- 
ly adduced are — synchronism^ ; periodicity^ ; international scope ; 

^ Dr. Snow (Trade-Forecasting and Prices) .has some contrary fiicts 
to offer as regards the alleged synchronism. Journal of R.S.S., May 
1923. 

^ See Dr. Cannan’s criticism in his review of The Problem of Un- 
employment, Journal of Royal Economic Society, Vol. XI, p. 45. 

* The present paper was completed before the collapse of the pound 
occurred and no alterations have been made subsequently. 
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liigh iuteiisity relatively iji industrial countries. What are the 
initiating causes and how far are they inherent in our present eco- 
nomic structure or removable by human agency? There is no 
definite or complete agreement on the first question and to that 
extent the answer to the second question must be only provisional. 
Is it desirable to eradicate if possible the trade-cycle entirely? The 
answer will obviously depend in a large measure on the theory of 
causation on which economists are able to agree. Prof, Robertson, 
for example, is more inclined to the view that the “ automatics 
lacking '' which is enforced by the ascending phase of the cycle 
is a necessary condition of economic progress in a society based 
largely on the principle of competition.^ Prof. Keynes, among 
other criticisms, points out that this view overlooks or under-esti- 
mates the enormous moral and material losses caused by the dowui- 
ward phase of the cycle. ^ What are the other incidental condi- 
tions which increase or decrease the amplitudes of the fluctuations, 
and how far will the control of these conditions allay the moral 
and material wastes of the cycles? Happily, there is a substantial 
unanimity among economists on these points. Scientific manage- 
ment of the bank-rate and the allied banking policy, diffusion of 
accurate information regarding money, trade and industry, a 
better control and direction of investment, etc., are proposed and 
accepted as the most effective remedies for the malady. What is 
the order in time and magnitude of the various economic and other 
changes which are the concomitants of the trade-cycle? It is evi- 
dent that the remedies proposed muvst stand the test of the limita- 
tions revealed by the statistical analysis of the phenomenon. 

The best indices of industriail fluctuations appear to be changes 
in aggregate production or unemployment percentages. Aggregate 
production or even changes in the rate of production are not 
always easy to interpret since changes in the technique of produc- 
tion and efficiency have to necessarily be allowed for. Figures 

^ See Banking Policy and Price-Level, pp. 78-— 60. 

Treatise, VoL 1, Chapter 19, 
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of iineinployinent ure a more relialvle index. Even then, these 
percentages are gravely complicated and the inferences from them 
obscured by factors like seasonal vs. continuous unemployment, 
short-term vs. long-term employment, labour-iransfer from deca- 
dent to better placed industries and other purely local circum- 
stances. Perhaps, a composite index of bank-clearings from which 
purely financial transactions are eliminated, unemployment percen- 
tages corrected for seasonal or secular trends, prices of raw- 
materials and other goods, movements of wages, ett*., as proposed 
by Prof. Keynes may answer our present purpose better.^ 

Every cycle has its own peculiarities ; and, as pointed out above, 
its appearance in ditferent countries is apt to be much overc^ast l)y 
purely local factors: (a) Before the War, there was a tendency 
for the interval between the maxima of activity of successive cycles 
to grow shorter and shorter. The post -depression appears to be 
unusually prolonged, (b) Its appearance in the diherent parts of 
the world was tending to become more and more simultaneous. The 
present depression spread, however, very tardily — on account peihaps 
of increased post-war economic isolation of nations in which tariffs 
and dislinked currency systems are the most important elements. 

(c) Some booms have been largely booms of prices (1920) ; some, 
of enthusiastic investment and production (llailways, 1845 — 17 ; 
Iron and Steel, 1872); some, of discoveries, inventions (Iron and 
Steel, 1882; Electrical Booms of 1895, 1900 and 1907) and so on. 

(d) Industrial communities wdth large foreign trade in particular 
suffered most acutely. In the present depression, agricultural 
countries have been hit equally hard. 

( 2 ) 

The following important points may be said to have l)een 
established more or less securely : (1) Harvest-changes may or may 
not be present among the initial events of any particular trade- 
cycle; their efl-ects on industrial activity are not invarial)ly the 


5 Treatise, Vol. I, 87. 
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&ame. World-harvest-cycles, if any, can be distinguished, aud 
trade-cycles do not coincide either in point of time or duration. 
(2) The classical theory of over-production or the Hobsonian doc- 
trine of over-investment and under-consumption does not stand the 
test either of logic or of facts and statistics. (rS-) Errors of opti- 
mism and pessimism — ^the working of crowd-psychology is perhaps 
the most important factor in the duration and amplitude of a cycle. 
But crowd-psychology cannot generate itself without an appropriate 
industrial and monetary environment. (4) The ordinary secular 
changes in the price-level due to changes in gold-output and in- 
dustrial and credit-structures are important from the standpoint 
of the duration and amplitude of the fluctuations. But the occur- 
rence of the cycle itself is independent of the upward or downward 
trend of prices — as is proved by the history of the last one hundred 
years and more. (5) Banking policies are probably the true 
explanation of the international character of the trade-cycle and 
also the factor of periodicity or “ rhythm — words the 
precise meanings of which have yet to be made definite. Better 
adjustments in the timing and magnitude of changes in the dis- 
count rate and open marl^et operations will moderate markedly the 
amplitudes of the fluctuations. It does not appear likely, however, 
that the initial impulses to the fluctuations emanate from the banks, 
which are apt to wait on events to guide their policies. The rela- 
tionship sought to be established by Mr. Hawtrey between the bank- 
rate on the one hand and the stocks of dealers and the cash- 
balances of the community on the other is not likely to be more 
than a minor influence in the causation of the cycles.^ (6) Apart 
from harvest- variations, other “ real causes like invention, 
changes in tastes, etc., must be given their due place as likely 
initiating causes or impulses in these trade-fluctuations. The 
repercussions of a change in the demand or supply schedules of one 
product upon the output of or demand for other products and 

^ See the review of ^ Trade and Credit * by the present writer in 
the Journal, April 1930, pp. 893—897. 
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particularly capital goods are limited by the respective elasticities 
of demand and supply. But as Prof. Eobertson j^oints out, 
appropriate fluctuations tend to become “ inappioi)riate 
fluctuations on account of certain j)eciiliarities of industry and 
industrial organization like imperfect divisibility and “ intract- 
ability of capital goods, difliculties of transfer of productive re- 
sources, the effect on employers, as contrasted with labourers, of 
prosperity, price-changes, altered costs, etc. Nevertheless, it is 
necessary to bear in mind that these impulses ( aiinot travel and 
diffuse themselves very far without calling for appropriate changes 
in the supplies of money. The motives to increased or diminished 
activity are the increased or diminished expectations of money 
profits and not abstract, academic divergence between marginal 
utilities and costs or disutilities. 

The nature of the clue we must set out for in the solution of 
the problem before us may be said to be contained in the follow- 
ing passage taken from Mr. P. W. Martin’s “ The Flaw In The 
Price-System (pp. 3G-3T) : 

‘‘ It is evident that all . . . gc^ods can and will be bought so 
long as two essential conditions are fulfilled. In the first place, 
wages and dividends distriV)uted in the course of making and selling 
goods must not be less than the price charged for these goods; if 
they are less, obviously the community will not be able to buy all 
the goods made. In the seccmd place, the community must use 
all these wages and dividends to buy goods, otherwise, w hile having 
the necessary purchasing power, it will nevertheless not be able 
to buy all that is made.’’ 

This statement of the problem conceals no doubt the immense 
difficulties involved. It does not bring otit clearly the distinction 
between consumption-goods and capital-goods and consequently 
also the importance of the decisions which the community makes 
regarding its expenditure ” and its saving.” As a matter of 
fact, Mr. Martin finds the cause of the disequilibrium in the 
diversion of profits and the creation of loans for increasing working- 
F. 8 
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oai)ital in the ascending^ phase. This, in his opinion, leaves a 
continuously increasing^ surplus of goods unsold — ^which inevitably 
causes the depression when further creation of bank-money is 
arrested or stopped. This view appears to involve two errors. As 
for the undivided part of profits, it does not appear likely that 
it contributes in any significant degree to the required increase in 
working capital. In his argument about loans, Mr. Martin has 
overlooked the fact that additional working capital does not call 
for any additional ‘‘ saving-activity but is a mere substitution 
of consumption of one type by consumption of another type. The 
loans in so far as they do not represent permanent savings are in 
addition to the purchasing power — and represent the goods filched 
from others through a rise of prices. But these points brings us to 
the magrmm opus of Keynes’ ‘‘ The Treatise On Money.” 

Prof. Keynes’ ‘‘ The Treatise On Money ” is a distinct land- 
mark in the long-drawn discussion of the theory of industrial 
fluctuations. We must perforce pass by here many of the side- 
issues and statistical verifications of his thesis — ^very important and 
profoundly interesting in themselves as they are. Even the main 
theory itself cannot receive* from us in this place any higher com- 
pliment than a skeleton description and a bare indication of 
j)ossible lines of criticism. 

The price-level of output as a whole is made up of the price- 
level of consumption-goods and the price-level of investment- 
goods — the latter of which include fixed capital, working capital 
and stocks or liquid capital.'^ The two price-levels may and as a 

7 It is necessary to the understanding of Prof, Keynes’ theory to 
bear in mind the various magnitudes involved. He puts the working 
capital for England and U. S. A. at about half the national income. The 
fluctuations in its volume during boom and depression are estimated 
to be from 13 to 26 per cent on either side— one-third to half of the 
annual normal savings which form about 20 to 30 per cent of the 
national income. Liquid capital or stocks are quite small as compared 
with the volume of working capital and do not fluctuate much — 
increasing in times of boom and falling in times of depression. 
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matter of fact do diverge over short- periods which are the subject- 
matter of study in the present case. The causes which disturb the 
price-level of output in the aggregate and consequently the equili- 
brium between production and consumption may be classified as 
(1) changes due to monetary factors, (2) changes due to investment 
factors, and (3) changes duo to industrial factors. A disturbance 
originating in any one of them must w^ork itself out through re- 
actions on investment factors and is terminated only when appro- 
priate changes in industrial factors — in output and money-rates of 
efficiency earnings — are brought about. The types of diseqiiilibria 
started differ, however, according to the originating cause. Changes 
in the supply of money mean only a transition from one equili- 
brium price-level to another equilibrium price-level. It is quite 
different with changes initiated by investment factors; an excess 
movement set up l)y them in one direction tends inevitably to 
produce later an excess movement in the opposite direction. As 
such, changes due to investment factors are, therefore, most relevant 
to the analysis of the cailses of the trade cycle. 

Professor Keynes rejects the traditional forms of the quantity 
theory equations on grounds which are not altogether convincing 
or properly w'eighed. In his own equations,^ the price-level of any 
(‘lass of goods appears as a function of tw^o variables which are not 
ahvays interdependent — namely, the average cost of production 
per unit and the average profit — positive or negative— per unit. 
In one sense, this relationship is indeed self-evident. The prices 
paid for goods must always cover the total cost of production plus 
the total profits and minus the total losses; if any aggregate profits 
or losses emerge, it is because the x>rice j)er unit is to that extent 
above or below’ the cost per unit. But the novelty and power of 
Prof. Keynes’ theory lie in his analysis and version of the 
mechanism of profits. In the case of consumption-goods, profits 
are proved to be the excess or deficit of cost of (the net iiK^xement 
of) investment goods over savings. In the case of output as a 
whole, profits are shown to be the excess or deficit of value of in- 
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vestment-goods over savings. Hence, if the money-rates of effi- 
ciejicy-earnings do not change, then the price-levels must rise or 
fail according as cost and value of new investment-goods run ahead 
of or lag behind savings. It is an important inference from this 
that in Prof. Keynes^ analysis the presence of aggregate profits 
or losses coirstitiites the incentive to phases of expansion or con- 
traction of output. Thus, the factors which influence or direct 
the course of new net investment — the Standards and the Banking 
Machinery — are represented as the arbiters of purchasing power ; 
in them lie the true dynamics of the price-levels. 

This requires perhaps some further e^fplanation to convey an 
adequate understanding of the argument. Take the price-level of 
consumption-goods, for illustration. On the one hand, there is the 
total cost of production of all output which is distributed as income 
among the factors of production and which is subsequently allotted 
by individuals to direct enjoyment or to saving. In so far as 
goods are absorbed for direct enjoyment, the circle of production 
and consumption is maintained and no disturbance to the economic 
machine arises. If (the cost of) new investment, — i.e., the use of 

consumption-goods for “ productive ” purposevS — (corresponded in 

#? 

a similar manner to the savings of the community, then it would 
also cause no disturban(*e. But, says Prof. Keynes following 
Wicksell, there is no direct connection between the “ activity of 
saving which is more or less continuous and stable and the process 
of investment which is apt to be. sporadic, and (cyclical. When 
more is sought to he invested than savings justify, the piice-level 
of consumption-goods rises; the contrary happens when investment 
lags behind savings. 

The value and cost of production of investment-goods are 
independent of the savings of the community and of each other. 
The disequilibrium between cost of production of investmeiit-goods 
and savings arises in this manner. To any quantity of savings^ 
there corresponds a natural or appropriate rate of interest at 
which they would be duly absorbed by the enterprizers. But, pi^ 
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account of the preoccupation of the banking-system with other 
ends, the market-rate by which we are to understand the 
complex of interest-rates effective in the market at any time for 
the borrowing* and lending* of money for short i)eriods ’’ rarely 
corresponds to the natural rate. When it lags behind, the cost 
of investment-goods tends to exceed savings — with profits for the 
producers of consumption-goods. The reverse happens when it 
overshoots savings. The situation in each case is aggravated by 
the fa(‘t that movements in the bank-rate when believed to be 
temporary lead to anti(‘ipatory hastening or postponement of 
investment plans and that they cause savings to move in a direc- 
tion opposide to the cost and A^alue of investment-goods.^ 

The effect on the ju'oducers of consumption-goods is, however, 
subsequent to the direct and immediate eft‘eet on the value of 
investment-goods — effect which differs according’ to the durability 
of the goods. Apart from the exju'cted income, the value of 
investment-goods depends on the rate of interest at which future 
income is discounted and the attitude of the people towards 
savings-deposits as against se(‘urities. Ultimately, of course, the 
rate allowed on savings-deposits and the prices of securities must 
depend on the bank-rate and the banking-policy. A rise in the 
bank-rate depresses the prices of investment-goods and securities 
and a fall tends to raise them. The price-level of consumption- 
goods will then move in the same direction, at first in response to 
the rate of savings, but later and in a greater measure, in response 
to the change in the prices of investment-goods. The volume of 
employment and the rates of efficiency-earnings will move signifi- 


8 Prof. Robertson (Banking-Policy and Price-Level) pointed out 
that the valuation of capital-goods is in a direction opposite to the rate 
of savings ; that increased expenses of boom phase impair saving 
capacity ; and that increased costliness of working-capital — ^whether 
for operation or quotation of working capital-goods — 'must compel a 
r^valution, 
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cantly in the last stage when equilibrium will be restored by means 
of alterations in employment and income-levels. 

The excess investment of the boom-phase may take the form 
of more capital-g’oods, in place of the previous consumj)! ion-goods ; 
or more capital-goods in addition to the existing flow of consump- 
tion-goods; or mere additional consumption-goods. In the first 
alternative, the price-level of consumption-goods will rise after one 
prodAction (\y(‘le is complete. In the other two eases, the rise in 
the price-level of liquid and working capital will be almost 
immediate. If there is any incidental increase in the rates of 
efficiency-earnings, then the rise in the price-level due to addi- 
tional investment will be superposed on the rise due to the former 
cause. In the next or secondary phase of the cycle, the prices of 
all consumption-goods will rise — particularly under the influence 
of the dealers who will find their stocks melting away with wind- 
fall profits for themselves. The collapse will begin when the 
additional cons\imption-goods appropriate to the additional invests 
ment are thrown on the market — ^^which will depend in its turn on 
the length of the production-cycle. The period of the depression 
will depend among other causes indicated in the second section 
on the nature and duration of the existing* contracts. 

The additional working cai)ital required for the boom-phase 
is secured largely through the rise of prices and the consequent 
curtailment of consumption and to a small extent only from the 
liquid-consumption-goods in stock. In the depression period, the 
pro{‘ess is reversed and working capital is dissipated on account of 
the increased purchasing power of income — in absence of invest- 
ment-aetivity. It is in this way that the excess or deficit of cost of 
investment over savings is brought into existence. This fact 
explains also how the prosperity phase can gather but s^lowly, while, 
when it finally breaks, the decline into slump is very precipitate. 
The working-capital required by modern industry with its round- 
about processes is very huge and its accumulation by the aforesaid 
transfer is bound to be bat very tardy. The expenses of holdiaxg 
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liquid consumption-goods — of which interest is but a small item — 
are on the other hand very burdensome and once prices tend down- 
ward, their rapid disposal makes the break sudden and complete.^ 
In the tables given in this section, I have made an attempt 
to set out in a broad manner the main features of the economic*, 
situation in India during the last ten years of trade-depression.'^ 


^ For a non technical in over-simxiiified account of the theory by 
Keynes himself see the Nation and Athenaum, 20th December, 1930, and 
27th December, 1930. 

* In the compilation of index-numbers given in this paper, the 
geometric mean was used whenever no weighting was involved and 
the arithmetic mean whem weights were employed. 

The index of business activity w'as made up of the following series. 
(1) Numbers and values of civil suits and registrations — 4 ; (2) rail- 
carried goods, total shipping tonnage cleared, gross railway earnings 
- -3 ; (3) total sea trade and coasting trade — 2; (4) Number of letters, 
telegraphic messages and values of money-orders issued. 

The index of production (weighted) consists of the following three 
series : (5) Production of wheat, rice, cotton, jute, rapeseed, linseed, 
iuid total sown area; (6) British India production of cotton goods, 
woollen goods, paper, Brewery-liquor, consumption of jute iu mills, 
paid-up capital of Joint Stock Companies. This is a weighted series 
as follows : cotton goods — ^10 ; jute-eon8umi)tion — 5, Paid-up capital — 2 ; 
the rest 1 each ; (7) Production of coal, petroleum and iron. The three 
series were weighted as 20 : 4 : 1. 

Wherever values are involved, they were adjusted according to a 
composite index-number made up of the Bombay Whole-Sale Prices 
Index Number and the Bombay Cost of Living Index-Number in the 
proportion of 1 to 3. The latter index number may be taken to 
represent wages, transport charges and retail and wholesale distribut- 
ing charges, services, etc., which the former reflects but indifferently 
and with significant time-lag. 

The prices index-numbers were constructed from “ Annual Average 
Wholesale prices of Staple Commodities in India” given in Table 294 
of Statistical abstract while the prices of manufactured articles were 
taken from wholesale prices of staple articles of export and import,” 
Table 292, Seventh Issue. 
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Table 1 



\ 

2 

8 

4 

Y ears. 

Prices of Agri- 
cultural Pro- 
duotis * 

Prices of 
Manufactured 
Products, t 

Ratio of Manu- 
factured Arti- 
cles to Agri- 
cultural Pro- 
ducts. 2/J 

Prices of seven 
Food-grains.f 


1914-100 

19U-100 


1921— lBB-9 

1920 

168*9 

260 2 

163 8 

... 

1921 

165-9 

219-2 

1406 

1B6-9 

1922 

166*6 

196-5 

IBll 

144 1 

1923 

140*3 

1936 

1880 

112 8 

1924 

149-8 ! 

211-2 

1414 

120-8 

1925 

1624 

1936 

126-9 

! 1378 

1926 

138-4 

1690 

122-4 

139-0 

1927 

131*2 

161-8 

116-7 

1 

1928 

1288 

1B6-9 

106-4 

(Cereals and Pulses) 

1929 

133*7§ 



139§ 

1930 

106*9§ 



120§ 


All sectioiiR of producers have suffered immense losses on 
account of the unexamjded violence with which prices have fallen 
during the last ten years. The distress of iiuUistries like agriculture 
which employ more fixed capital relatively, or which (‘.annot change 
over from one branch of prbduction to another has been much more 
acute than in the case of others. But a still greater disaster has 
overtaken agriculture in that the ratio of exchange has been heavily 
against agricultural products and in favour of manufactures.^ As 
the table indicates, the ratio was heavily against agriculture till 
1925, Thereafter, there set in a tendency to a rapid restoration 


^ Wheat, rice, cotton, jute, rape-seed, linseed. 

t 2 Cotton Yarns, shirtings, gunny bags, sugar, kerosene. 

I Compiled on the chain method---each year being the base for the 
next. Weights were asBigned on the basis of production figures given 
in Currency and Prices for the years 1911—14, p. 392. 

§ These are the geometric means of price-percentages for cereals, 
pulses, tea, oilseeds, raw and manufactured jute, hides and skins given 
in the Currency Controller's Report, 1929-30. The base year is the 
same, i.e., 1914— ilOO. 
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of the Jjre-war parity, which was almost attained l)y 1928. IJii- 
fortunately, the catastrophic fall of 1930 has again initiated a 

severe disequilibrium from which no recovery can he expected for 
some years to come. Another noteworthy feature of the talde is 

the tendency of prices of food-grains to fall more quickly than 
the prices of other agricultural prodiuds — although in recent years 
a distinct improvement has taken place in favour of food-grains. 
Food-grains — it is hardly necessary to add — cover the greater part 
of the area under cultivation; and the elasticity of demand for 
them is much less than unity. 


Table 2 



In this table, the average wholesale prices and areas under 
cultivation are expressed as percentages of the corresponding 
figures for wheat; it thus sets out the relative position of the various 
crops. 

Cotton has improved its price relatively to all other <‘rops 
e^cei)t wheat and it has made the biggest gain in acreage. The 
I\ 9 
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pri(‘e of wheat has improved I’elatively to all other crops — perhaps 
due to the disappearance of Russia from the market. Rice, jute, 
and linseed have lost their position heavily in regard to price and 
all except rice in regard to acreage also. Perhaps the changes in 
acreages are retarded by natural inertia and considerations of 
physical conditions. 


Table 8 



* Figures in brackets are capital issues of Joint-Stock Companies 
for calendar years for British India. The Post Office Savings and. 
Five Years Cash certificates aggregated from 1922 to 26, 33, 38, 48, 56, 63, 
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Barring the three years succeeding the crisis of 1920-21, 
production in industiies has made rapid progress. The consump- 
tion of iron and steel iiidicaies a similar activity in the construc- 
tional trades. It would he a fruitful and instructive impiiry to 
find out how far this result lias heen tlie outcome of heavy tarift's 
and high level of imiiort duties in general. The future of the 
ratio of exchange hetween agrivulturai and industrial products is 
obviously bound up with the tariiV policy of tlie country. 

On the other side, the deidine in Ihe annual inclement of paid- 
up capital points to a reduction in investment or savings or Ixith — 
M'hat is available being just sufii(‘ient to fill the void created by 
losses and insidvencies of Ihe last ten disjislrous years. It is, 
perhaps, likely also thal a jiart of the savings which are ordinarily 
invested in industries lias been frightened into gold and silver 
hoards or into (Tovernnnml loans ^^ijh their security of interest 
and capital. But, more im]>ortaiit than all other causes of the 
decline, is the undoubted migration of capital from India during 
the last few years due to high interest-rates aliroad (*aused largely by 
the e?xisten(‘e of distress-boi rowers mostly governments and perhaps 
to some extent to political instability. The total visible balance 
of accounts after allowing for govcuaiment -remittances has increas- 
ed from an average of five (‘rores for the ten years ending in 1918-14 
to 26 crores for the ten years ending in 1928-29. For the years 
192T-28, 1928-29, and 1929-80, it stands at 12, 11 and 32 crores 
respectively. As no corresponding increaise in our external obliga- 
tions can be postulated, the implied flight of capital becomes a 
matter of grave concern. 


66, and 72. It may be noted here prices of shares and stocks reached 
their maximum in 1929 in U.S. and France ; in 1928 in England ; and 
in 1927 in Germany; this accords well with the events of the recent 
gold and banking crises. 
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Table 4 


Y ears. 

1 

Index of 
Agricultural 
Pioductiou. 

Index of 
Industrial 
Production. 

Index of 
Mineral 

1 Production. 

1 

t Prices (wholesale 
Average Bombay- 
Calcutta).* 

1918-19 

81-66 

118 7 

116*3 

209 

1919-20 

104-6 

118-9 

1280 

208 

1920—21 

87-93 

111*9 

116-6 

188 

192 1—22 

107-8 

110*8 

144-2 

I8l 

1922-23 

110'2 

112-8 

124-2 

176 

1923—24 

102‘4 

118-4 

136-8 

177 

1924—26 

108-3 

1303 

169-0 

161 

1926—28 

106-1 

130 2 

171-9 

148 

1926-27 

101-3 

141-2 

174-0 

147 

1927—28 

99-79 

161*6 

194-5 

146 

1928-29 


... 

... 

143 

1929-30 

... 

... 


... 

1930—31 

... 


... 

... 

1931 

... 

... 

1 



* Calendar Years. 


But for the small depression in the crisis of 1920, mineral 
production has advan(*ed continuously and rapidly during the whole 
of the period. The index of industrial production was recovering 
slowly till 1923-24, after which it made; very rapid progress. It 
is only in agriculture that progress appears to be maintained but 
slo\dy and painfully. If seasonal fluctuations were left out of 
account, it is even doubtful whether any significant improvement 
has taken place. When we remember the rapid growth of popula- 
tion in recent years, this appears a grave situation the ominous- 
ness of which is re^lieved only by the pTobable increased capacity 
of industries to absorb more labour. 
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Tlie index of production makes it clear* that our output has 
steadily imjrroved — due larg*ely to the si^'iiifi(‘aiit ju'oaress of 
mineral and industrial production. The index of luisiness activity 
records a similar, steady improvement — after the break of 1920 
was made good in the next iwo or three years. The figures of 
bank-clearings of (‘entres outside llombay and (^alcutta — which may 
be taken to represent genuine trade and business as distinguished 
from mere financial and speciilalive transactions — confirm the same 
conclusion.^® These facts make it clear that the difference between 
the two phases of a tiade-cycle lies from the standpoint of aggregate 
output in signifi(‘ant (hanges in the rate of progress rather than 
a reversal of progress itself. This statement is, of (*ourse, less true 
of countries like England whiivh depend for their prosperity on 
external trade; even there, a fall in output is a very exceptional 
event. For the business community a depression means slender 
profits, elimination of unsound ventures, a general elfort after 
more efficiency and a general disinclination for risk and bold 
enterprise. 

The changes in the currency (drculation are of like natxire. 
But for one or two years qf decline after the crisis of 1920, note- 
circulation and deposit curren(*y^^ seem on the whole to be increas- 
ing slowly year after year. But, as the figures of bank-clearings 
indicate, the velocity of the bank-currency and presumably there- 


10 Prof. Keynes would regard an index based on these figures adjust- 
ed to a ' consumption ’ index as the best measure of business activity. 
Treatise, VoL 2, pp. 82 — 00. 

1*1 These require to be carefully interpreted, since we do not know 
the distribution between income and business deposits on the on© 
hand and savings deposits on the other. Prof. Keynes gives half and 
half as his estimate for U.S. and England displacing Prof. Fisher’s 
widely different estimate. I had assumed the same ratio— half and 
half for India ( Currency and Prices (418-19) I. It is an important point 
to remember that the proportion may change significantly in a period 
of depression— savings deposits increasing relatively. Bee Treatise, 
Vol. 2, Chap. 23, 
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fore of notes also has been falling* very violently — reducing* their 
true effieieney to a very low level. 

The absolute negative changes are (‘onfined exclusively to 
riipee-(*ir(‘-ulation — if we may base a surmise on returns of rupee 
(*ir(*ulation. There appears to have taken place a small decrease 
in rupee circulation in the last ten years. It is not (luite clear 
yet wheiher there exists in India any functiojial relationship 
between notes and deposit-cui’rency on the one hand and rupee 

circulation on the other. ^ In advan(*ed countries, a coin like 
the rupee would act as small change and would iu(*T*ease and 

decrease in volume according io the chaJiges in notes and deposit- 
currency. In the absence of definite pioof, a surmise or two may 
however, lx? oifered. It is probable that tlie aggiegate volume of 
notes and deposits subject to checpie exceeds the total rupees in 
(‘irculation. If their velocities are also taken into account, then 
the effective work of the first two media of exchange must be 
markedly larger than that discharged by the rupee. If this 
estimate of relative magnitudes is correct, the fall in rupee 
c'irculation must be considered as an effe(‘t of the reduced velocities 
of notes and che(iues. l^Vom dlst January, 1930, to 31st December, 
1920, the l)usy season absorption of coin was 19 crores while the 
slack season return was 103 crores. ITie coriesponding figures for 
notes were 242 crores and 233 crores respe(*tively . 

Thus, the fall of prices in India has been l)rought about by 
the growth of outi)ut and business on the one hand and the decrease 
in the rate of expansion of (*urren(?y and the violent tall in its 

12 On the basis of the estimates of rupee-circulation from the 
rupee censuses (estimates which appear to me very unreliable when 
compared with rupee-coinages and absorption) and the active note- 
circulation, I tried to find out whether any equation could be establish- 
ed between the two which would give values within a small margin 
of divergence from the actuals. The effort was not very successful. 
The equation actually found was logy “ 266 4- 01 5G4x 4- 00004588x2. The 
calculation ignores of course the complicating factor of velocities 
between which we may assume a constant relationship. 
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velocity^^ on the other. It should be instructive to compare the 
present rates of expansion with the pre-war rates when prices and 
busiujesB were on the ascending grade. If straight lines are fitted 
to the data for 1899 — 1913 with 1906 as origin, the rates of 
expansion i>er annum w^ork out at 09 or 1/llth for deposits; 041 
or l/25th for notes; and 003 or l/33rd for deposits. A cursory 
inspection will show that the rates of expansion for notes and 
deposits have been very small comparatively for the last ten years 
while the rupee circulation has actually declined.^'* 

It is not strictly relevant to recall here the well-worn story 
of the new exchange-rate or to describe and criticize the actual 
technique of deflation practised by the Currency-Authority. Still 
less can we notice in detail the annual recriminations between 
Government and traders which really (centre round the manage- 
ment of seasonal expansions and contractions rather than the ideal 
currency-policy. The agricultural seasons were quite good from 
1922 to 1928; and in 1923 the Government recognised the need of 
greater elasticity by amending the P. C. Act to provide for a 
maximum seasonal advance of 12 crores from the Reserve against 


Prof. Keynes would ascribe the change in the velocity of cash- 
deposits in the aggregate (v) more to changes in the proportions of 
the component types of deposits, viz., incomes deposits, industrial 
deposits and financial circulation deposits (the velocities V], V 2 , and 

V 3 , of each of which is quite different from those of others) thtui to 
any change in the true velocites themselves. Treatise, Vol. 2 
pp. 79—82 ; 40—43 ; 34 ; Keynes estimates for Britain are V=60 ; Vi = 1 1 
weighted average of V 2 and Vi is most stable while V 2 

fluctuates more and differently froinV 3 . 

14 The actual equations found out were: logy = 1746+. 03753X 

logy = 1.529+ 01 764X 
logy = 2.14 +.001421X 

The curious will find the following equations of the 2nd degree 
more interesting — 

logy = 1 756+ .03753X - OOOeOSlXPi’s 
logy = 1.5363+.01764X- •0004298Xj2’s 
logy = 2-1158+ .001421X + ^001 137X1Z’ s 
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inland bills. But, in tbe very next year, partly on account of 
high j)rice8 and large exports, very high money-rates prevailed 
and in 1925 the P. 0. Act had again to be amended to raise the 
limit of sterling investments in the Reserve from 85 to 100 crores. 
At the same time, from 1928 onwards, Government have accept” 
ed the wisdom of suiting the time, manner and conditions of the 
issue of its loans and treasury bills and the management of its 
remittance and revenue operations in general to the seasonal re- 
quirements of trade and industry. From 1926-27, the fall of 
prices and dull trade have led to an abundance of funds and easy- 
money-raies while w'eak exchange has stood in the way of obtain- 
ing sufficient sterling-bills for Home-Remittan(‘es. The situation 
became more eml)arrassing in 1929 and 1980 — first on account of 
the al)normal movement of gold to New York and, after the great 
ci’isis there, the scramble for gold in which France and United 
States swallowed all the output of 1929 and much more, largely 
at the exi)ense of England. In India the exchange-rate fell to 
the lowest point; money-rates were divorced from the bank-rate 
more than ever and the spread between the highest and low^est 
points was abnormally wide. The Currency Authority tried wdth 
but limited success to make the Rate effective by heavy contrac- 
tions and the use of treasury-bills and remittance operations. 
While big’ influxes of laipees were occurring, the sterling-securities 
in the London Branch (tf the P, C. R. and the Ruj)ee-securities in 
the Indian branch were progressively eliminated; and heavy sales 
of silver even at falling prices were, undertaken to replenish the 
evanescent reserves. In the meanw’hile, on account of complex 
causes, capital is fast emigrating — to the great and continuous 
depreciation of government semirities and industrial shares. 

It is hardly necessary to remind ourselves of the international 
character of our present currency problems. Most of us cannot 
have forgotten the brilliant exposition of Sir Henry Strakosh in 
his recent celebrated memorandum on the subject. I shall take 
the liberty to repeat a few central facts. In 1925, England re- 
P* 10 
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turned to the gold-standurd ; in 1926 and 1927, Denmark, Norway, 
Poland and Italy; in 1928, France, Greece and Esthonia; in 1929, 
Japan — while, in the meantime, the rate of output of gold has 
steadily declined. The distribution of gold in the currency re- 
serves is at present ^^8-3-0 per head for Great Britain ; £6-7-0 for 
United States; £8-0-0 for France; £9-4-0 for Argentina; these dis- 
parities have nothing to do with the relative efhciencies of the 
credit-systems of these countries. In 1929*, France and United 
States of America manoeuvred to absorb, largely by withdrawing 
their short-term credit in the world-markets, all the output of the 
year, and even extracted substantial amounts from the currency 
stocks of other countries. The consequence of all this is seen 
in the rapid appreciation of gold by more than 32 per cent be- 
tween 1926 and 1930 and again in the present year. 

This paper concludes for lack ^of requisite statistics with the 
year 1928. But it has been during 1929 and 1930 that we have 
all become aware more than ever of the dark shadow of an uut 
paralleled catastrophe under which we are living — the unexampl- 
ed fall of prices. From June 1930 to June 1931, the following' 
percentage fails have been reported. Cotton — 16. Haw Jute — 47. 
Paddy (Kangoon) — 58. Bice (big) — 59. Tea — 43. Wheat — 46. 
Ground-nut — 40. Arithmetic- Average — 44 per cent. 

As one contemplates these figures, one cannot but be moved 
and moved very deeply by the net amount of undeserved and un- 
escapable sutfering w^hich they imply — suffering greater in its 
intensity and magnitude than any inflicted on humanity by 
‘‘ battles, sieges and moving accidents by flood and fire.'^ There is 
a pathetic interest in recalling the words of Marshall written at 
the very outset of the present slump just a year before his passing 
away And I am soon to go away ; but if I have opportunity, 

16 For a study of gold-movements undertaken on account of 
special transactions,’^ i.e., without any profit motive and their increas- 
ing ratio to ‘‘ commercial transactions ” see ' International Gold 
Movements,’ by Paulbinzig (Macmillan). 
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I shall ask newcomers to the celestial regions whether yon (Keynes) 
have succeeded in finding? a remedy for (uirrency maladies.’^ 

The statistics relating* to the trade-cycle raise very important 
issues both in economic theory and in statistical method. In 
some cases, the practiiaibility of the remedies proposed has to be 
judged by the conditions set by the sialisticul facts about the 
trade-cycle. An effort has been made in the following table to 
set out the order in time and magnitude of the various changes 
whi(‘h occur in the course of a cycle. It is evident that questions 
of time-lag and indi('es of correlation arc larg'cly involved in the 
inquiry. But, even from the theoretical side, the difficulties raised 
by the table are not small. 

(1) Pressure on dealers for consump- No general rise of 
tion-goods. prices; the addi- 


N.B . — Stocks are accumulated during 
boom and dispersed during depres- 
sion . (Industrial Fluctuations — 
27.) Ilawirey is non-committal 
(Trade and Credit, 159-60.) Bee 
also Robertson, Banking Policy 
and Price-Level, 82-83. 

(2) Producers’ pressure on constructional 

and building industries — ^first to 
revive. 

(3) Fall in unemployment figures (In- 

dustrial Fluctuations — 192 — 95.) 

(4) Rise in prices of speculative stocks. 
N.B . — Increase in stock-Exchange loans 

takes place at the expense of income 
deposits and that part of business- 
deposits held for industrial 
purposes. 

(6) Increase in the rate of credit-crea- 
tion hj the banks. 


tional currency 
being supplied out 
of rapid turnover 
of bank-balances, 
i.e., cessation of 
hoarding ” and 
direct loans out of 
currency hoards ; 
the working cajii- 
tal is supplied out 
of stocks and extra 
work. 
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— Excej^t in rare cases, ag^gregate 
credit does not decrease after the 
break in boom and may even in- 
crease slowly. The difference be- 
tween booms and depressions lies 
in changes in the rate of credit 
creation and not absolute changes. 
We have also to note the increase 
of financial circulation and fall in 
bank-clearings, i.e., velocity of 
circulation (Taylor, Credit-System, 
Part 4, Chapter 8). 

(6) Changes in reserve-proportions (In- 

dustrial Fluctuations, 255 — 57. 
Keynes’ criticism of Pigou, Trea- 
tise, Vol. 2, 58. His own figures 
relate to a few recent years. Also 
Hawtrey, Trade and Credit, 171 — 
176.) 

(7) Prices of ordinary stocks — then of 

ra^v materials — then manufactured 
goods. 

(8) Tentative movements in discount- 

rates. 

N .B . — -Do they affect dealers more than 
producers? Keynes, Ibid., 193 — 

(9) Movements of wages and salaries 

and specie-export drain on bank re- 
serves. 

(10) Race between stocks of dealers, and 
supplies of producers, i.e., between 
consumers’ income and outlay with 
accumulations of cash-balances and 
so on and on, 
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It would be a very instructive inquiry to compare the foregoing 
facts with our own experiences in this country. Unfortunately, 
the available material is either very meagre or defective ; and the 
enormous labour involved sets limits to the most aspiring endeav- 
ours. A few tentative results may however be offered here : 


India. I Dt^posits. In U. 8. lag botweon 

> Deposits and Prices is 3, 6 to 9 
J months. 

- Industrial fluctuations, p. 266. 

One Month - Prices whole sale i 

Two Months - In IT. 8. lag between Prices and 

Three Months — Exchange-Rate Money-Rates = 4 months. Ib'gou, 

Industrial Fluctuations, 257. 

Pour Months —Cash and Liabilities Pro- 

portion and Bank-Rate. 

Five Months -- 

Six Months —Purchasing Power Parity 

India and U. K. 

The a(*tual (‘orrelatioii indexes calculated from the monthly 
statistics of the last ten years on which the above-given time-scale 
is based were as follows : 


Correlation- Indexes. 



Concurrent. 

1 months’ lag. 

2 months’ lag. 

3 months’ lag. 

4 months’ lag 

6 months’ lag. 

6 months’ lag. 

Price and 

Bank-Rate. 

... 

... 


+ '1885 

+ 1426 

... 


Exchange 
and Bank- 
Rate. 

Negative 

+*1803 

+ 1298 

... 

... 



Cash Propor- 
tion and 

Bank-Rate. 

*6847 

-*1638 

... 

... 

... 



E X 0 h ange- 
Rate and 
P. P. P. 

... 

... 

... 

+•1886 

+•2280 

t 

Negative ■ 
an d ' 
smaller. | 
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Aithougli a 'priori considerations require a high degree of corre- 
lation, the actual figures arrived at are not very significant except 

in the case of cash-proportion and Bank-Rate. It may he that the 
limits to the use of advanced statistical methods are very narrow 
in the case of time series. It is necessary to mention, however, 
that although the comparisons made refer to changes from month 
to month, the statistics involved are not free from either seasoiml 
or secular trends. An elimination of the seasonal trend from the 
exchange rate in the case of the last two series raised the index 
to and-3174 respectively. In the other case, although the 

secular trend is a comiilicating factor, it does not seem advisalde 
to eliminate the sea.sonal trend also. For, in the case of India, the 
seasonal factor is the real operating factor in all (‘hanges. In any 
case it does not seem likely that the time-lag which is our imme- 
diate concern here will he in any way affected by the application 
of more refined methods for finding out the degrees of correlation. 
It may he added here that the magnitudes correlated are the ahso- 
hite differences between successive items and not the devialions from 
any mean or trend-line. The procedure is justified by the fact that 
we are seeking correlation between changes over very short periods. 
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1. Need for an International Standard of Value: The 
Gold Standard. 

Whatever theories may bo held on the causation of the Trade 
Cycle there is no doubt that all economically advanced countries 
arc brou^^ht within its scope. Industrial fluctuations are not 
confined to any one country. They encompass all the industrial 
countries. Although the peculiar circurnstanoes of a country may 
give its trade-cycle certain distinguishing marks the fact remains 
that essentially the same phenomenon is found inall countries where 
modern methods of production and banking are in use. The 
essential features of the trade-cycle are the same in all countries 
but the details may vary according to local or national circum- 
stances. 

The problem of the trade-cycle has produced many theories 
but none which has found general acceptance. The remedies 
proposed have kept pace with the theories but have met with only 
partial success. But in parctically every country stress is laid on 
the effect of monetary policy on business activity and industrial 
fluctuation and it appears most likely that monetary resources 
will play a most important part in the solution of the trade-cycle. 
The Macmillan Committee though unable to say dogmatically that 
the present world-wide fall in prices is the consequence of monetary 
policy is pretty certain that perfect monetary policy concerted 
generally by Central Banks would have offset the decline in the 
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price-level. The economic depression, in the opinion of the 
Committee, is largely due to intractable non-monetary phenomena, 
but it was not altogether impossible for the monetary system to 
arrest the general downward trend. The Committee advises that 
in future the objective should be to increase the power to exercise 
deliberate control over the price-level with the further development 
of suitable machinery for regular international co-operation. 

The international character of the trade-cycle calls for remedies 
which are international in scope. The monetary measures adum- 
brated by economic theorists and banking experts presuppose 
concerted action on the part of the great powers and their 
banking systems. The maintenance of purchasing power, 
the stabilisation of the price-level is essentially an international 
problem. Not only is every country subject to intermittent periods 
of activity and depression but also activity in one country or depres- 
sion in another tends to be communicated to the neighbours through 
the channels of international finance and inter-regional commerce. 
It is not merely that a particular country is affected but practically 
the whole economic world is affected more or less simul- 
taneously. 

Naturally the problem of maintaining purchasing power develops 
into a world problem. It is not denied that any one country acting 
alone and on its own initiative is capable of controlling its price- 
level. But it can do so only within certain limits, for there is at 
least one important respect in which a country with its unaided 
efforts is not likely to achieve complete stability in its monetary 
system. If the country in question takes steps to maintain pur- 
chasing power when, for example, the world prices are falling it 
will surely injure its export trade and if the difference between 
domestic prices and international prices is persisted in for long 
the country is liable to lose gold in large quantities. Even though 
the country may succeed for a long time in maintaining purchasing 
power it will do so at the cost of its external and foreign market, 
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for under the assumption of trade depression, it will have to reckon 
with the diminished demand from the countries in question. 

Maintaining purchasing power is, therefore, international in 
scope and any remedies suggested for the control of price-levels 
must be capable of international application. 

All schemes tending to stability of purchasing power pre- 
suppose the knowledge of a technique to measure variations in 
price-levels. The method of the index numbers which is supposed 
to reflect changes in commodity prices if practised without dis- 
crimination as between the monetary and non-rnonetary causes of 
changes in the price-level may easily lead to the adoption of an 
unsound policy in the matter of price-regulation. The behaviour, 
of the price system is complicated in the extreme and comes near 
to eluding analysis. The cycles which are discernable in the 
movements of a general price-index are the resultant of widely 
different movements in prices of thousands of individual com- 
modities. Some prices do not conform to the cycle at all and 
those that conform — roughly 79 per cent of the prices according 
to the statistical study of ten periods of industrial fluctuations by 
F. C. Mills — differ among themselves in respect of the timing of 
revival and recession and also in the duration and volume of the 
the cyclical range.* Cycles in commodity prices emerge as broad 
tendencies in a multiplicity of fluctuations and movements. These 
wide diversities in the behaviour of prices due to a host of causes 
make the task of those whose interest lies in changes in the 
purchasing power of the monetary unit complicated. Their object 
is to discover a central tendency and to trace the effects of a single 
factor^ viz., money, in the many different types of price-behaviour. 

The whole tendency in modern times is towards international 
standards and international systems. The metric system, the 
Latin Alphabet, the railway gauges are so many illustrations of 

1 Mills, Behaviour of Prices, pp. 434—39, 

F. IX 
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the tendency. One would naturally include that similar considera- 
tions would lead mankind to adopt an universal standard of value. 
If nothing? else, economic benefit and business ethics would dictate 
such a course of action. 

But an international standard for money will have to contend 
with a serious difficulty arising from differences in the purchasing 
power of the standard unit of currency in different countries. 
The standard may be uniform, yet the purchasing power of the 
money may not be the same in India as in England. Over 
against this objection we must set the conveniences and facilities 
secured to foreign trade through the stability and fixity in the 
foreign exchanges. In the specific case of foreign lending the 
advantages of a fixed exchange and rigid standard cannot be over- 
estimated. The contracts between borrowers and lenders in 
different countries cover different periods of time and an element 
of doubt or uncertainty introduced into the transaction by an 
unstable and fluctuating exchange will have a detrirnenkd effect 
on the mobility of capital. There is no question that a high degree 
of mobility in international loan operations is desirable. It is the 
strongest argument for a fixed rate of exchange, that is, for an 
international standard of value. 

The International Standard in the last resort is bound to be 
based on the prices of the principal commodities, preferably raw 
materials, that form the bulk of world commeroe, weights being 
attached to them according to the money value of the total output 
of these commodities# A forward step in this direction has already 
been taken by the Economic and Financial Section of the League of 
Nations which publishes a Production Index based on 62 com- 
modities. “ 

The lack of a stable unit of value during and after the war 
and the consequent insecurity and uncertainty that led to 

2 Memorandum of Production and Trade, 1923— 1930, 
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economic and social disorders convinced the world more than ever 
that to prevent intlation and stabilise currency tlie paper standard 
should he replaced by the gold standard. The Financial Com- 
mission at the Genoa Conterence in 1922 recommended the adoption 
of gold as the only common standard available for the various 
countries at the present stage of civilization. The Financial Com- 
mission was no doubt aware that it is theoretically possible to 
maintain the value of notes by means of stringent restriction of 
issues and by linking up the volume of currency with price- 
levels as sliown in index-numbers. But the havoc wrought by 
inflation was so great that it seemed very indiscreet to rely upon 
merely human agency to maintain a stable level of prices. As 
Kisch and Elkin point out, “ After consideration of all alternatives 
the consensus of financial opinion has reaffirmed the pre-war con- 
clusions, arrived at after a series of experiments and failures, that 
in present conditions gold is still the least unsatisfactory standard 
of value and that the surest method of preserving stability in the 
purchasing power of money is to base currencies on gold. ’ 

The choice of gold as a standard of value is the result of a 
search for a medium of exchange which would be both 
durable in point of time and stable in point of value. Money has 
a history of several thousand years. By stages in evolution Gold 
has come to be the universally acceptable form of money. Says 
Hawtrey, The nineteenth century saw what was perhaps the 
most remarkable and far-reaching of all changes of standard, the 
almost universal adoption of the gold standard. 

The grounds on which the universal acceptability of the 
gold standard rests may be briefly examined. It is alleged on 
behalf of gold that it has been instrumental in maintaining 
stability of purchasing power for about fifty years before the war. 


3 Kisch and IClkin, Central Banks, p. 3. 
^ Hawtrey, Currency and Credit^ p. 347. 
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That the level of prices comparatively speaking was steady 
admits of statistical proof and has been conceded by expert 
opinion. But what is not so easily admitted is the part played by 
gold in bringing about this stability, for it has been pointed out 
that in the first place, the new supplies of gold synchronised with 
increased demand which was a result of the adoption of the gold 
standard by the European countries and secondly, the regime of 
gold was supplemented by that of the Representative Money 
thereby economising the use of gold and steadying its effect upon 
the price-levels. Making allowances for these factors there is an 
important characteristic which makes gold an automatically stable 
standard, viz., that the annual addition to the gold supply is but 
a small fraction of the existing gold stock. 

It is also agreed on behalf of gold that it makes for the 
essential soundness and dependability of the currency systems It 
limits the power of the Central Bank over the Central Government 
as the case may be to unduly interfere with the money supplies. 
The gold standard which is international acts as an automatic 
check to any artificial manipulation of the price-level. There is 
much force in the argument. The currency history of many 
countries shows that the gold standard though by no means an 
ideal standard guarantees a certain measure of protection to the 
common folk and provides a permanent basis for contracts for the 
business people. As Hawtrey says, The foundation of the gold 
standard is the tying of the value of the monetary unit to the value 
of gold by the fixing of the price of gold. Inasmuch as gold is a 
commodity with a world market it has a world value, and therefore 
the gold standard gives a world value to the monetary unit itself®.’^ 
A world value or a world price for gold exists because the different 
monetary units are related together by the foreign exchange 
market. 

s Hawtrey, Gold Standard in Theory and Practice, p. 31 . 
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2. Demand, Supply and Distribution of Gold. 

If gold were to supply the basis of the international standard 
we would have to make sure that the supply of gold, present as 
well as future, is sufficient to meet the world's demand. The 
fluctuations in t he purchasing power of gold may be due to several 
causes, one of which is the disequilibrium between gold production 
and the normal increase of industry and trade. The problem of 
the output of gold is really one of the long-term trend and not of 
short-term price fluctuations although the influence of the latter over 
the former in intensifying a downward trend or heightening an 
upward trend cannot be gainsaid The question whether the 
prospective supply of gold is likely to prove sufficient to meet the 
probable monetary demand in the future was thoroughly examined 
by the Gold Delegation of the Financial Committee of the League 
of Nations. Their findings are of great importance to the 
currency authorities charged with the management of the gold 
standard and the maintenance of the purchasing power. It is 
evident that the currency authorities must be assured of a stock 
of gold adequate to support the structure of credit necessary to 
maintain a long-term level trend of prices. 

On the side of supply both the official and non-official estimates 
predict that in the course of the next ten years there will be 
a decline in gold production.® The present output amounts to 
about $400 million per annum which is likely to rise slightly during 
the next three or four years but thereafter the supply of new gold 
will become positively inadequate. The production will sink to 
$314 million by I9l0. More than half the world's annual gold 
output comes from Transvaal and the gradual exhaustion of these 
mines is expected to lead to a decline in gold supply which can 
hardly be made good by mines in Canada and Russia. Most of the 

® Kitchin's Estimates, Review of Economic Statistics, May 1929 ; 
StrakoBch, Supplement to the Economist, July 1930 ; Interim Report ot 
Gold Delegation, Annex. X, Supply of Gold by Cassel 
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estimates of output were made before the recent sudden fall in 
prices but that would make comparatively little difference to the 
production of the precious metal, although the low level of 
wholesale prices, were it to persist, the new gold would meet 
the world's demand for an appreciably longer time than was 
reckoned by Kit chin, Strakosoh and Oassel. 

Almost the whole supply of gold is taken either for non-moneta- 
i-y purposes such as industrial use and ornaments and hoardings by 
the Eastern peoples or for monetary purposes. The Gold Delega- 
tion estimates the total demand for non-monetary purposes at 
about $200 million per annum out of a total of $400 millions and the 
balance is available for monetary purposes. If production falls off 
in the future and if the non-monetary uses for gold remain steady 
then the share available for monetary purposes will diminish._ 
There is no evidence, says the Delegation Report, that gold flows 
to any iargp extent from non-monetary sources to monetary re- 
j^uroes except during times of war. 

Over against the supply there is the demand for monetary gold 

which can be estimated by the average cover which is legally 

♦ 

required and which in practice is maintained against the total amount 
of notes and the sight liabilities of Central Banks, B^roni the 
statijstioal material collected by the Gold Delegation it is seen that 
tix0 minimum legal requirements amount to from 29—34 per cent 
while the actual cover, both in gold and gold exchange, is put at 
40 per pent. On the basis of these estimates the to^l gold stock 
at, present available would only just suffice for the currency needs 
of the world. But the demand for currency will tend to increase 
as production and trade expand. The most general estimate of 
the normal rate of growth in production and trade is about 
3 per cent per annum/ It is obvious that in the absence of any. 
measures to economise its use an increase in total gold stocks at 

^ (krl Bynder, Business Cycles and Measurements^ p. 23. Interim 
Report, Gold Delegation, p. 15, and also Annex. X, by Gassel, and XI by 
Kitcbin. " ’ ' ^ 
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the rate of about 3 per cent per annum is required to maiintain 
stable prices. The Gold Delegation has shown that at the very 
conservative estimate that only 33 per cent will be kept against 
notes and sight liabilities and the normal rate of growth in industry 
and trade and hence in notes and sight liabilities will be only 
2 per cent per annum the supply of new gold available for monetary 
purposes will be inadequate by 1937. But on the most likely 
assumption that a reserve of 40 per cent is wanted and that the 
rate of growth of demand is 3 per cent per annum there will be a 
shortage of monetary gold by at least 1934. On account of the 
present all-round decline in prices tiie demand for gold may receive 
a temporary check hut as soon as business activity revives the 
insufficiency of gold will make itself felt. A serious situation may 
develop if along with trade revival the gold standard countries 
endeavour to put gold into circulation or if countries like India 
and China a(1()[)t a gold standard with or without gold currency. 

Apart from changes in currency practice and banking legisla- 
tion the deficiency in the prospective supplies of gold can be 
overcome to a very great extent by an equitable distribution of 
existing gold stocks. We have to consider what surplus stocks 
exist and how tliey could be utilised to alleviate the situation 
at present and in the near future. The world’s stock' of monetary 
gold is estimated ^10,900 millions. The really significant factor 
in the present situation is the fact that more than 90 per cent of 
the monetary gold is now held by Central Banks and Govern- 
ments. And the distribution of this sum between different countries 
is exceedingly uneven and bears no relation to the volume of 
their economic activities, e.g., United Kingdom has about 7 per 
cent, Prance 16 and U. S. A. 35. Thus more than half of the total 
supply of monetary gold is in the United States and Prance. 

The problem of the immediate future is the re-distribution of 
the gold now concentrated in relatively a small number of 
countries. On the broad assumption that iibout 45 per cent gold 
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cover has to be kept against notes and liabilities there is a surplus 
of 1,000 millions located with a few countries of the world, a 
surplus which roughly equaLs the amount of new gold likely to 
become available during the next five years. * The look-up of 
these surplus amounts araounter to a sterilisation of gold which 
would otherwise be available for stabilising the purchasing power 
of those countries now starved of their legitimate supplies of gold. 
An effective distribution of gold will become pressing as the 
supplies of new gold begin to diminish. 

A discussion of the adequacy of the world’s gold supply 
presupposes a purpose for which the gold supply should be 
adequate. The purpose is to support the general level of prices 
at a constant height. The gold supply is considered abundant or 
insufficient according as it causes a rise or a fall in the general 
level of prices In the circumstances in which the world finds 
itself, viz,, a prospective diminution in gold supply, the trend of 
prices in the future is not a matter to be left to the action of 
unrestricted economic forces. 

3. ** Management ” of the^ Gold Standard. 

The adequacy of gold to serve as the basis of credit depends 
not only on the amount of gold available for monetary purposes 
but also upon the manner in which it is divided between the 
various countries. The distribution of gold is a major factor 
influencing the price-level and the purchasing power of money. 

It is necessary to recount that in recent years there has been 
a maldistribution of the gold stocks. Non-monetary factors have 
been chiefly responsible for the excessive concentration in some 
countries and for scarcity in others. These factors have all sprung 
from the political and economic conditions of the last fifteen years 
such as the disruption of normal trade relations, sudden and violent 
changes in economic policy, restrictions of the free flow of capital, 

“ ® Interim Keport, Gold Delegation, p. 17. 
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endeavour on the part of some countries to maintain a level of 
pripes out of tune with the rest of the world and lack of oonfidenoe 
in the financial stability of several countries. Monetary factors have 
also been at work. And opinions differ concerning the relative im- 
portance of the monetary and non monetary factors and concerning 
the extent to which an appropriate monetary policy would have con- 
trolled the situation and made it approach the normal. Under these 
conditions it became impossible for the gold standard to function, 
that is, to bring about the necessary adjustments through the move- 
ments of gold and the automatic operation of the exchanges. 
When, the general economic and political situation is stable as it 
was in pre-war times, the distribution of gold depends mainly on 
the monetary policy pursued and on a strict observance of the 
principles inherent in the gold standard. 

The normal features of the gold standard in its simplest form 
were free oirculktion of gold coin as full legal tender, the uncondi- 
tional conversion of gold into coin at a fixed price at the mint 
and the unrestricted import and export of gold. The movement 
of gold from one country to another would produce a change in 
the quantity of money which in its turn would produce a change in 
the price-level.® The immediate cause of the gold movements 
would be an excess of exports over imports just as its ultimate 
effect is to bring also a new equilibrium of values. The influence 
of gold movements was, therefore, considered automatic and 
reciprocal. 

The gold standard system has undergone a material change 
in recent years. * ° The meaning and scope, limitations and 
interpretation of the gold standard are not the same as they were 
before the war. Currency and .banking legislation has been 
changed in every country and the unwritten laws which also 

® Phillips, Bank Credit, Ch. Ill, Philosophy of Credit 

10 Einzig, International Gold Movements, pp. 68—81, 

F, 19 
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play, an inaporfc’aat part in the applioabion of monetary systems 
are yet in the process of formation. It is but natural that ^fter 
the greatest financial upheaval in history the readjustment of 
monetary conditions should be slow and halting* The countries did 
not wait until production and trade had found their new level and 
budgets, debts and the capital markets and foreign balances had 
become normal. Between 1925— 28 they took a bold step and 
restored the gold standard. The conditions have been abnormal. 
A number of forces, monetary as well as non-monetary, have 
affected the efficient working of the gold standard ; in fact, they 
have necessitated certain important changes in the mechanism of 
the gold standard. ^ ^ 

The most conspicuous change is the withdrawal of coin from 
circulation and the concentration of gold in the vaults of the Central 
Bank. Thereby a great economy in the use of gold has been 
secured^ All additions to the gold supply simply go to form part 
of the reserves df the Central Bank instead of being drawn into 
circulation. The Central Bank with the monopoly of the gold 
reserves has a complete command of the monetary situation and 
also enhanced power to deal with the credit structure. The dis*- 
turbing factor of gold in oircujation and in private hands has been 
removed. 

The Central Banks have in oonsequance of the withdrawal of 
coins from oiroiilation been relieved of their obligation to convert 
notes into gold coin, but they are required to convert them into 
gold bullion or foreign exchange or into the one or the other at 
their option. Conversion into gold bullion instead of into gold ooih 
is a real economy as the use of gold coin makes a special demand 
upon the gold reserves which are held to meet any sudden require4 
ments of the community for legal tender money. But the holding 
of foreign exchange for reserve purposes though it is an economy 

^ 1 Second Interim Report of the Gold Delegation, pp. 12—14, 
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and a oonvenienoe for the country holding such assets may well 
develop into a disturbing factor. The country in which the ex- 
change claims are held will find it necessary to augment its gold 
reserves. The method seriously complicates the mechanism of 
the international system as it interferes with the corrective 
action of the normal gold movements on the exchanges, especially 
so if the assets are held in a commercial bank at a foreign centre 
which diminishes the influence of the Central Rank in the foreign 
country to regulate the basis of credit. Under these circum- 
stances the functioning of the gold standard is apt to be complicated 
and the task of the central banking authorities becomes diflScult. 

Another change of some consequence in the post-war gold 
standard system is the almost universal adoption of the “ percent- 
age system which prescribes that the gold reserve shall not fall 
below a fixed percentage of the note issue, say, about 40 per 
oent. The percentage system in the case of some countries 
applies also to the sight liabilities of the Central Banks. Generally 
speaking the methods of regulating the note issues have lost their 
meaning at the present time because the notes have ceased to be 
convertible and gold coins do not circulate. And the effect of 
reserve provisions is simply to immobilise and lock away a large 
part of the gold reserve so that it can never be used while the part 
that can be used, viz , the portion over and above the legal 
minimum is so small as to hamper the Central Bank in the exercise 
of its credit oontroK The percentage method which has become 
most fashionable has little to recommend. On the one hand, it 
allows the influx of new gold to produce a disproportionate expan- 
sion of credit. On the other hand, a reduction in the reserve will 
lead to a drastic oontraction of credit, a oontingenoy which 
necessitates the maintenance of a reserve largely in excess of the 
prescribed minimum atid which therefore involves a sterilisation or 
look-up of gold. On the theory of reserve regulations Mr. J. M. 
Keynes comes to the conclusion that “ a country now holds a 
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rev^erve in gold and foreign currency for no other purpose than as a 
war-ohest and as a safeguard against being unduly sensitive to 
ua^xpeoted or temporary fluctuations in its immediate international 
indebtedness ; that the part of the reserve which is held for the 
latter purpose should be at the free disposal of the Central Banks ; 
and that its normal amount should be determined by reference to 
the probable magnitude, generously estimated, of the requirements 
it may have to meet — which are not likely to be measured by a 
proportion, such as 35 per cent, of that part of the note issue which 
it would be practicable to withdraw from circulation at short 
notice. ” ^ ’ 

One of the most noticeable phenomena in the post-war money 
markets is the extent to which commercial banks can overcome 
thq control of the Central Banks exercised on behalf of monetary 
stability. Normally the commercial banks are bound to the central 
institutions by the cash reserves in the form of notes or deposits 
which they have to maintain — the notes being issued by the 
Central Bank and the deposits being held by the Central Bank. 
In recent years owing largely to the feeling of uncertainty the 
quantity of liquid capital, that is, savings not yet converted into 
claims on fixed capital goods, has been abnormally large. The 
abundance of liquid capital has rendered the task of Central 
Banks very difficult. The international trade equilibrium is sus- 
tained by the equation between imports and exports both visible 
and invisible. The visible items do not admit of a large degree 
of manipulation in tlie short period, for such a result can be 
brought about by steps taken to restrict or stimulate a country ^s 
trade, to change the wage-levels, to influence the course of 
output by changes in prices all of which operate only in the long 
period. The invisible items, on the other hand, which consist of 
floating funds and the liquid oapital are sensitive in the extreme 


12 Treatise, Vol. II, p. 278. 
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to fluctuations in money rates and they can be transferred from 
country to country with facility and rapidity. Hence in modern 
times the inelasticity in the volume of visible trade is accentuated 
while the elasticity in the volume of invisible trade has become 
greatly accelerated. So the gold movements are caused rather 
by movements of funds than by normal changes in the volume of 
exports and imports. What is necessary for the gold standard to 
function properly is a smooth flow of goods, services and securities 
and if there should be temporary disequilibrium the liquid 
capital, the short-term funds, will be moved to fill up the gap— a 
procedure which greatly lessens actual gold transfer. The control 
of the Central Banks over the member banks when there is an 
abundsnoe of floating funds at their disposal is bound to be weak. 

The so-called “ automatic ’’ character of the gold standard 
was always subject to important qualifications even in the pre- 
war times. But since its restoration under abnormal conditions 
it has definitely become a managed standard in the hands of 
the leading Central Banks. How far the “management’^ of the 
gold standard by the Central Banks will result in the maintenance 
of purchasing power will depend upon the degree of oo-operation 
that they are capable of achieving. * * The resolutions of the 
Financial Commission at the Genoa Conference had already drawn 
attention to the importance of continuous oo-operatioa and frequent 
consultation between the various Central Banks, because such 
co-operation and consultation would give opportunities for co- 
ordinating policy and reconciling interests without at the same 
time hampering the freedom of the vairious banks. In the opinion 
of the Financial Commission measures of ourrenoy reform could be 
facilitated if the idea of concerted action between Central Banks 
regulating credit policy could be developed. The Gold Delega- 
tion carried the argument much further in emphasizing the necessity 

Kisch and Elkin, Central Banks, p. 153. 
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to develop new ooafcrols for the ohaa^^ed meohanism of the (}old 
Standard. ' If any doubt remained over at all as to the ^‘manage- 
ment of the ndw gold standard il has been dispelled by the 
findings of the Macmillan Ooramittee, It has enumerated with 
great elaboration the gold standard principles applicable to the 
^ost*war conditions. It argues that though the international gold 
standard can under appropriate conditions enable both price 
stability and exchange stability to be attained simultaneously 
over a wide area this result is not “ automatic,” but is conditioned 
by a scrupulous observance of the “rules of the game ” The 
attainment of the prime objectives of the international standard, 
stability of prices and stability of exchange is feasible only if 
the Central Banks work together with these ends in view, that 
is, if they mutually agree to play the rules of the game. It 
strongly deprecates action by individual Central Banks which by 
repercussion would imperil the stability of the price-level. The 
Committee then proceeds to lay down the following rules : 

(1) All gold standard countries should agree that they will 
not allow gold to pass into active circulation, whether 
in the form of coins or of gold certificates. 

(2) Central Banks should give collective consideration from 

' time to time to the question whether it would be in the 

general interest that the legal requirements in force in 
different countries as to gold reseives should be relaxed 
or tightened up, and should undertake to use their 
influence with the Governments to secure changes along 
the lines indicated, so far is compatible with their 
domestic situations. 

: , (3) Central Banks should be permitted by the laws of their 

-( ; • respective countries to redkon balances With the 
Cehtral Banks of other gold standard ooiintries, or with 
the Bank for International Settlements, as the equiva- 
lent of gold for all the purposes of the law. 
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(4) Central Banks should not be unduly limited in their 
power to expand their deposits otherwise ,than against 
a corresponding increase in their holdings nf gold, or 
the equivalent of gold. Similarly, it should lie within 
the power of a Central Bank to restrict the yolurae 
of its deposits otherwise than by decreasing its hold- 
ings of gold. 

4. Instruments of Control: Bank Rate and Open Market 
Policy. 

Co-operation and concerted action between Central Banks to 
stabilise the price-level must depend to a very great extent on 
the possession by each one of them of adequate powers to control 
its own markets. There can be no international system in the 
monetary world if the national members of the system are not in a 
position to regulate the financial activities within their own coun- 
tries. It will be convenient to examine the adequacy and effici- 
ency of the instruments of control at the disposal of the Central 
Banks. Broadly speaking there are two fundamental methods 
of credit control, viz., manipulation of bank-rate and open-market 
operations. There are also several supplementary devices such 
as moral pressure or disciplinary action directed towards member 
banks and investment houses particularly those engaged in floating 
foreign issues ; variation within narrow limits of the official buying 
and selling prices of gold ; and operations in the foreign exchange 
market. 

The prime necessity of a Central Bank which is charged with 
the responsibility for the manageineat of the currency system is 
to make sure that it has complete and unchallenged control over 
the total ^volume of bank money that can be created by the member 
banks. The amount of bank money is determined by the amount of 
the meitiber banks’ reserve-resources. To exercise control over bank 
money the Central Bank must be able to e:^ercise control over the 
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resotirCBs of the rtiBraber banks. And since these reserves Oonsist 
mostly bt cash in hand add at Oentral Bank (which in great part 
is made tip of dotes issued by the Central ank), Bank Deposits at 
the Oentral Bank it follows that the Oentral Bank will be able to 
control the bank money by controlling the volume of its own 
assets agSinsl which it has issued notes and opened deposit 
accounts. Briefly, the power of a Central Bank to manage the 
monetary system depends on its ability to vary the aggregate 
amouhts of its assets. 

What are these assets and how far can the Central Bank vary 
them ? Apart from premises the Oentral Bank’s assets consist 
of gold holdings, investments, that is, purchases of bills and 
seohrities in the open market, and advances, that is, loans made 
against the offer of commercial paper by the customers. Of these 
ihree kinds of assets gold is the least amenable to control as the 
quantity of gold in the vaults of the Central Bank is normally 
determined by the excess of the nation’s claims on foreigners over 
the foreign claims on the nationals. The Central Bank, however, 
is not entirely at the mercy of the international balance for its 
of gold, since it can influence the international balance to 
considerable degree through the manipulation of the “Bank rate/’ 
The investments are entirely within the control of the Central 
Bank, It is free to purchase or sell bills and securities and such 
action on its part is said to be dictated by “ open market policy.” 
Similarly, the amount of the advances is capable of at least partial 
regulation by means of variations in the “ Bank rate,” for variations 
in the “ bank rate” have the effect of raising or lowering the terms 
on which the Central Bank makes advances to the member banks. 
In sura, the Central Bank asserts its authority over the member 
banks and attempts to guide their conduct by the ** bank rkte,” 
changes in which exert an influenod over the gold reserves and 
advances, and by the “ oped matket policy,” whlbh has for ifs 
object the regulation of the amoupt of ipvfestmepts, The eyerCise 
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of these instruments of control by the Central Banks may be 
considered at some length. 

Since the war in certain countries the central control has been 
greatly increased by the adoption of open market operations, that 
is, buying and selling of bills and securities by the Central Bank 
with a view to increase or decrease the cash reserves of the com- 
mercial banks. Thus if commercial paper is sold in sufficient 
quantities by the Central Bank the liquid resources of the market 
will diminish and the power of the commercial bank fo add to the 
volume of credit restricted. Money thus drained out of circu- 
lation involves a contraction of credit. The purchase of securities, 
on the other hand, puts new money into circulation which forms 
a possible basis for an expansion of bank credit. Through the open 
market policy, it is claimed, that a rise in the general level of 
prices can bo checked or a fall in the price-level arrested. The 
pre-war system did not concern itself with the problem of maintaining 
durchasing power; that was left to the working of the '•automatic’’ 
gold standard but in the post-war system reliance is placed on 
"management^’ of the gold standard. The open-market policy is 
one of the instruments of management” to stabilise price-level 
and ward off credit cycles. 

The second instrument of control available for promoting 
monetary stability is the central bank rate of discount. " The 
bank-rate ” is esseritially the rate at which money can be borrowed 
from the central bank by the member banks. Technically it is the 
official published rate of the Central Bank at which it will discount 
three months’ bills of a speoiQed type. 

Bank-rate is regarded as a means of regulating the quantity 
of bank money. An upward change in the rate is associated with 
falling prices and a downward change with rising prices. The 

Keynes, Treatise, Vol. II, Ch. 32, Sec. I. Burgess, The Reserve 
Bank and the Money Market, Ch, XII. 

F. 18 
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bank-rate’^ acts directly on the quantity of bank credit and 
through it on pricef?. Oassel says, The supply of means of pay- 
ment, and therefore also the purchasing power of the unit of money 
is regulated essentially by the bank-rate. * ^ There is no light, 
however, on ths question whether the effect on prices is propor- 
tionate to the change in the supply of money. 

The “ bank-rate is not only a means of regulating the 

price-level but also a means of protecting a country's gold 

reserves from foreign demands upon it. The point is that when 
the bank-rate in the country is raised to a higher level than the 
interest rates in foreign centres the balance of international 
indebtedness will be turned in favour of the country. The Central 
Bank thus encourages investment at home and draws 1 alances 
from abroad : a type of action necessary to prevent the out- 
flow of gold which threatens the stability of the monetary 

standard. 

The modus operandi of the bank-rate " according to Keynes 
differs from the part that is traditionally ascribed to it though 
the effects of the bank-rate on the price-level and the foreign 
balances are not denied. ^ ^ 'The Bank-rate, says Keynes, is the 
instrument by which equilibrium is restored between the rates of 
saving and of investment which, for the time being, are at variance. 
To raise it is to stimulate saving and discourage investment while 
to lower it is to secure quite the reverse effects. 

That the rate of investment could be a possible instrument 
of control at the disposal of the Central Bank has been dimly per- 
ceived, But whatever obscurity there might have been about 
the operation of this measure of national control has been swept 
away by Keynes. In Chapter 37 of the second volume of his 
‘ Treatise on Money ’ he deals exhaustively with the problem how 

^ ^ Cassel, Theory of Social Economy, Ch. XI. 

^ 6 Keynes, Treatise, Voi. I, Ch, 13, Sec. II, 
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far the banking system oan control the price-level through the 
rate of investment. Keynes is not exactly a pioneer in this little 
understood realm of banking-theory and practice-'^ Knapp and 
Bendixen, Schumpeter and Wicksell, Mises and Robertson have, 
each in their own way, been dealing with causes of discrepancies 
between the rate of saving and the rate of capital investment and 
tracing their effects on the price-level. Keynes has gathered 
these streams of thought into a system and has added to it much 
that is of value. 

The keynote of the new thought as interpreted and elaborated 
by Keynes is the distinction between Savings and Investment and 
the influence exercised by the lack of adjustment between these 
two magnitudes upon the price-level. The money income of the 
community is divided into two parts by the recipients, one of which 
is spent on current consumption and the other is saved. The 
output of the community in goods and services is also divided 
into two parts one of which is sold to the consumers and the other 
is invested. By savings is meant any abstention from current 
consumption by the recipient of income, it being immaterial what 
use he makes of his savings. By Investment is meant the act of 
the entrepreneur when he makes an addition to the capital of the 
community, it being the function of the entrepreneur to decide 
what proportion of the total output should be employed in the 
creation of capital. 

It is not to be supposed that the amount of saving is equal 
to the amount invested : acts of abstention from current consump- 
tion must be contrasted with acts of addition to the stock of capital. 
The distinction is important for a divergence between these 
magnitudes leads to changes in the price-level. Community’s 
income is divided between current consumption and saving while 

17 T. E. Gregory, Mysk^rious Craft of Banking, Political Quarterly, 
June 1931. Robertson, Banking Policy and Price-Level. 
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the community's output is divided through the action of the 
entrepreneur between the making of current consumption-goods 
and additions to capital. If the expenditure on current consumption 
is Jess than the amount required to make current consumption- 
goods their prices fall : the consumers gain, the producers will 
suffer a loss. On the other hand, if the expenditure on consumption 
is more than the amount required to produce the consumption- 
goods their prices rise ; the consumers lose and the producers 
will make a profit. There will be an excess of savings over invest- 
ment in the first case, and an excess of investment over savings in 
the second case. 

The divergence between savings and investment is caused by 
the rate of interest. A falling rate stimulates investment on the 
part of the entrepreneur while it discourages saving on the part of 
the income-receivers and a rising rate has a contrary effect. 
There is always a rate of interest at which saving would be 
equal to investment : it is called the “ natural rate of interest, 
any departure from the position of equilibrium caused by the 
deviation of the ourrenfc rate or market rate from the natural rate 
will porduoe consequential changes on the price-level : if the pro- 
ducers lose they will try to reduoe oosts which in its turn affects 
the stream of income going to consumers ; if they gain, they will 
try to expand production wliich has the effect of improving the 
purchasing power of the consumers. The presence of profits and 
losses is a sign of disequilibrium. 

It is the business of the banking systeni so to act as to prevent 
divergencies between savings and investments. This can be done 
by regulating the terms of lending, that is, stimulating or detering 
investment by varying the rates of interest. The objeot of modU 
fying the terms of lending is to bring the market rates into line 
with the natural rates. 

In short discrepancies between savings and investment or 
capital formation are attributed to disorepanoies between the 
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‘ natural rate ’ and the ‘ market rate ' of interest. The natural 
rate is the equilibrium rate which stimulates an amount of invest- 
ment sufficient to absorb the current amount of savings. By 
offering credit at a rate below the natural rate, banks induce entre- 
preneurs to use more funds than the saving public is withholding 
from consumptive uses ; by offering credit at a rate higher than 
the natural rate they discourage investment and cause its value 
to drag below the rate of saving. The former process involves 
inflation, the latter deflation. The doctrine therefore assumes that 
there is always some rate which would induce an amount of 
investment just equal to the amount of saving and vice versa 
without evoking either an increase or decrease in the circulation 
of money. The test as to whether or not such equilibrium is 
being preserved can always be found in the stability or instability 
of the price-level of output as a whole. 

There are short-term rates of interest and long-term rates 
of interest. The currency authority will be exerting its influence 
mainly over the short-term rates and through them on the invest- 
ment in working capital, but not on the long-term rates which 
determine investment in fixed capital. But it has been proved 
both by charts as well as on theoretical grounds that the influence 
of the short-term rate over the long-term rate is very great.*® 
All the important movements in short-term rates are found to be 
reflected in bond yields. Apart from practical experience, this 
rhust be so because there are a number of individuals as well as 
financial institutions that vary from time to time the proportionate 
division of their assets between long-term and short-term securities 
according to their yield : they move from short-dated into long-dated 
securities and vice-versa in response to changes in their returns in 
order to maintain the expected or the established level of income. 
Says Riefler, “ Through their own purchases and sales of in vest- 


as Keynes, Treatise, VoL II, pp. 353-356. 
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meats commercial banks have exercised a marked pressure on 
the market for bonds and contributed to a considerable extent to 
the agreement in relative movements between yields and short- 
term money rates. ‘ It is then safe to infer that the long-term 
market rate of interest can be influenced to a certain extent in the 
desired direction by regulating the short-term rate. 

The crux of the whole matter is that the banking system can 
control the price-level by controlling the rate of investment, that 
is, by regulating the terms on which money is supplied. There 
has so far been no systematic attempt at a scientific regulation 
of general prices through the control of investment. But doubts 
have been expressed by practical bankers like Governor Strong 
and Dr. Stewart who, for example, in their evidence before the 
Stabilisation Committee of the United States deprecated the idea 
that the Federal Reserve System could promote a stable price-level 
for commodities in general— that “the Federal Reserve System 
has the power to raise or lower the price-level by some automatic 
method, by some mathematical formula.^’®® 

Their arguments may be briefly outlined. They are not in 
sympathy with the general tendency to look at the price-level 
as though it operated up and down whenever a dose of credit 
was injected into it or extracted from it. To them the problem 
is not so simple as a self-acting machine. Suppose a decline in 
the wholesale price-level is aoooinpanied by a rise in speculation 
on the stock exchange. To lower the interest rate and enlarge 
credit supplies would certainly correct the prices of the wholesale 
commodities but the consequences on speculation may turn out 
to be disastrous. Further, if there is an overstock of goods beyond 
what the trade will consume the introduction of extra credit will 

19 Riefler, Money Rates and Money Markets in the United States, 
p. 119. 

2 0 Report of the Stabilisation Committee, U. B. A., Governor Strong's 
Evidence, p. 295. 
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not act as a oorreotive until the surplus is worked ofF, So also 
if a severe decline in the values of commodities that are determined 
by world causes is to be offset by cheap money then the prices of 
such commodities will not be affected but the prices of purely 
domestic commodities would be inflated. Yet another difficulty 
inherent in the power to regulate the price-level is the conflicting 
interests between producers who demand high prices and con- 
sumers who demand low prices. Rising prices or declining prices 
are, according to Governor Strong and Dr. Stewart, but readjustments 
to take care of the mistakes made previously, mistakes which 
cannot be overcome by contraction and extension of credit. It 
seems to be a general assumption that the desirable price-level 
always is one that does not move upward or downward and that 
there can be no credit inflation unless the general level of com- 
modity prices rises and no credit deflation unless the general level 
sinks. On the contrary, the situation in many countries distinctly 
shows that prices which move downward may be inflated just as 
much as prices which move upward in that they have too much 
credit in them. Similarly, there may be a pronounced inflow of 
gold as in U.S.A. and yet a falling price-level, because the 
prices of imported commodities are fixed largely by world conditions 
in which there is a marked scarcity of gold : liquidating tendencies 
abroad cannot be offset by easy credit at home. As H. L. Reed 
arguing on the same lines points out, in face of powerful price 
depressing forces isuoh as technological improvements, economy- 
producing inventions, abundant harvests, revolution in selling 
methods prices were kept up in U. S. A. by the artificial encourage- 
ment of cheap credit and the country reaped the consequences 
of, failing to permit prices to move downward in full sympathy 
with the various depressing forces whose influence was temporarily 
countered by abundant credit.* * 

21 H. L Reed, Quarterly Journal of Economics, February 1931 
p. 363. ’ 
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Representative banking opinion of England is just as sceptical 
as that of America about the power of the central bank to control 
the price-level, ® ® Thus Mr. Goodenough believes that the central 
banks can do very little ” to put matters right. He says, 

Before the war the gold standard worked more or less auto- 
matically whereas to-day there is a danger of its becoming largely 
a matter of management. . , . There has, I think, been a con- 
siderable change of view in regard to these theories, and I have 
little doubt that it is safer to rely upon the flexibility which free 
markets would afford than to aim at a more or less rigid control of 
credit and of human activity and endeavour/’ McKenna also 
disputes the claim of the central bank to exercise complete control 
over the price-level. He says that two of the four factors which 
govern the price-level, viz., changes in the bank-rate and purchase 
and sale of gold or securities are under the control of the central 
bank. The belief that a central bank could make itself master 
of the price-level arose from concentration on these two single 
factors only. But there are two further monetary factors over 
which no definite control can be exercised by the central bank 
although it would be too much to say that it has no influence 
on them. The first of these is the rate at which money circulates : 
the velocity of turnover is strongly affected by public sentiment 
and business prospects which lie outside the direct control of 
the central bank. The second is the use to which money is put : 
it may be currently employed in buying goods and services or it 
may be employed in speculation thereby furthering or multiplying 
the policy of the central bank. 

These are doubts expressed by persons deeply engrossed in 
the actual business of banking. As Keynes has pointed out, there 
is only one way of dispelling such doubts and that is by a oonsoious 

2 2 Goodenough’s Address to the Shareholders of Barclay’s Bank, 
January 19.SI ; McKenna’s Address to the Shareholders of the Midland 
Bank, .January 1931. 
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and prolongod attempt at soientifio control of the price^levol. Thoro 
is nothing novel in the measures which the central banks are 
advised to adopt. Manipulation of interest rate and open market 
policy are classical methods employed to restore equilibrium 
in the pricedevel. Only Keynes demands that these methods should 
now be applied with scientific precision and with a vigour called 
for by the necessity of the situation. The objections of practical 
bankers are rooted in tlie routine of the daily business. They do 
not flow from first principles. The abstract thinking in monetary 
science, refinements of theory, discovery of j)rmciples must come 
from those who survey the money market with academic 
detachment. 

Keynes would lay upon the Central Bank the obligation of 
creating sound credit conditions. And sound credit conditions 
ho means tliose in which the market rate of investment is equal to 
tlio natural rate and the value of now investment equal to the volume 
of current savings, Tlie banking system ]oan control the price-level 
if it can control the rate of interest or investment making due 
allowance of course to non-monetary causes of instability and the 
consequences of adhering to an international standard. 

There is, however, one limitation on the power of the monetary 
syslom to mitigate, if not avoid, booms and depressions and to keep 
the price-level steady. Every central bank is a member of an 
international system. It cannot act in isolation. To preserve the 
stability of the price-level it has to seek the co-operation of its 
fellows. Its policies must be supported by similar action on the 
part of the remaining members of the system. There is no hope of 
maintaining an investment equilibrium or of managing the standard 
of value in the absence of a body co-ordinating and reconciling the 
different policies of the different national monetary managements. 
Specifically the principal lending countries, the loans of which 
determine the market rates, may co-operate so as to avoid the 

disequilibrium in investments, 

F, 14 
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An international system consists of several national systems 
linked together by the gold standard and each national system 
is made up of several member banks grouped round a central 

bank with a uniform currency standard. Now the power of the 
Central Bank to extend credits is limited by the effect of its policy 
on its reserves. The Central Banks are in relation to each other : 
the customers of one Central Bank are buying from and selling to, 
borrowing from and lending to, the customers of other Central 
Banks. The creation of bank money by a Central Bank which is 
tantamount to the creation of claims against itself will ultimately 
lead to a certain proportion of them falling into the hands of 
the customers of other Banks. The lending policy of the Central 
Banks may thus cause a flow of reserves and^ resources from one 
Bank to another. 

As already seen the main effect of an international standard 
is to secure uniformity of behaviour in different countries : every 
Central Bank has to conform to what is considered as the average 
policy of the Central Banks as a whole. Inflation in one country 
will cause inflation in another country and there could be no 
deflation in any country which does not affect the fortunes of its 
neighbours. A single Central Bank . cannot break away from the 
system and pursue a policy of rising prices or falling prices unless 
the Central Banks in other countries are moving more or less 
in the same direction. The prime advantage of such a system 
is that it controls adventurous action and haphazard conduct on 
the part of individual Banks because it ties each Bank to the 
general wisdom of the Central Banking community. That general 
wisdom must be governed by what is good for the whole and not 
by considerations of quantity of gold or the currency policy of 
the most powerful banking group. As Kiseh and fillkin say, 
'' The preservation of st ^ble prices, in association nyith tb^ 
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mainleoaiioe of stable foreign exchanges is the great service which 
the world hot>e 0 to receive from a sound central banking policy 
conceived and carried out irt conoert between the Central Banks.’’** 

The Macmillan Committee plead very eloquently for co-operative 
“ management ” of the currency system. Their suggestions 
are : 

(i) That Central Banks should so regulate the volume and 
terms of bank credit as to maintain as much stability as 
possible in the rate of new investment and enterprise, 
both at home and abroad. 

(n) That the Central Banks should confer together at frequent 
intervals to decide whether the general tendency of 
their individual policies should be towards a relaxation 
or a tightening of the conditions of credit. This form of 
joint policy should be consistent with a full measure of 
autonomy for each national institution. 

{Hi) Each Central Bank should undertake to do its best to 
avoid the importation of unwanted and unnecessary gold 
merely as a result of leaving natural forces to work 
themselves out unoheoked (e.g., repercussions abroad 
of a contraction of credit to meet domestio needs might 
be mitigated by the Central Bank in question increasing 
its own foreign short-term assets). 

{iv) Central Banks should consider the rate of long-term 
investment as well as short-term investment as falling 
within their purview, and should take whatever steps 
may lie within their power and. arc suited to their local 
oitoumstanoes to oounteract any tendency which their 
own nationals may show either* to keep their kiVestible 
resources excessively liquid or to undertake excessive 
long-term commitments. 

Kisch and Elkin, Ontral Banks, p. 149. 
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In March 1929 the Committee of Experts on Reparations 
announced their decision to establish an International Bank* The 
world was taken by surprise and expert opinion was sharply 
divided between adherents of the scheme who were impressed with 
its immense possibilities and opponents of the scheme who wore 
equally impressed with its great dangers. The International Bank 
has not been in operation sufHoiently long to lend unqualified 
support to either of these contentions but the question how far it 
is equipped to regulate the world prices and to control the 
international price-level may be reasoned out from the Report of 
the Young Committee and the statutes of the Bank. 

The idea of oo -operation among the Central Banks is not now. 
Isolated attempts at oo-operalion are found even in the pre-war 
times, e. g., assistance rendered by the Bank of France to the 
Bank of England during the Baring crisis. During the war there 
was some co-operation between the central banks of the Allies 
and between Germany and the belligerents on her side. After 
the war a systematic movement began with a view to stabilise 
currencies and transfer reparation payments and also to prevent 
a scramble for gold by central banks. Very often the oo-operation 
between banks for these purposes was sponsored by the League 
of Nations, e.g., the Reconstruction Loan to the Austrian Bank. 
The stabilisation of the frano, the lira, the aloty and drachma was 
rendered possible through the credits granted by the central banks 
to one another. 

So the creation of the International Bank merely emphasized 
the tendency already at work for the mutual assistance of the 
various banking systems. Before the Bank came into existence 
there was no central organization to co-ordinate the activities of 
the group of central banks that met from time to time to deal with 
speoiBo questions as they arose, and there was no agency constituted 
by the mutual assent of the central banks which would enforce the 
due observance of rules and conventions regarding the purchase of 
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gold and the withdrawal of assets. The function of the Bank is 
to systematise the oo-operation of central banks which has been 
in existence for some time and to develop the possibilities of such 
oo-operation. 

The Bank, it has been alleged, will be in a position to control 
the international level of prices by regulating the amount of its 
credit to the central banks. It is certainly desirable that the 
power of influencing the tendency of the price-level should rest 
with an international organization rather than with national 
associations like the Federal Reserve System and the Bank of 
France. A central bank which by dint of its gold aoeuinulations 
acquires the ability to determine the tendency of world prices has 
to weigli national interests against internal ional considerations 
and there is no guarantee that the latter may not be sacrificed for the 
former. It is the best way out of the difiiculty to hand over the 
power and responsibility of influencing world prices to an interna- 
tional organ, which though connected closely with all the central 
banks »is yet above them and can take a view of the world situation 
unaffected by purely local or national interests. The exercise of 
the power to modify the international price-level is particularly 
apposite at the present time, as the real burden of the reparations, 
public debts and private obligations tends to increase with the 
falling trend of prices. It is not to be understood that the Bank’s 
role as the principal authority to regulate the world price- level 
is to be used indiscriminately. For example, the fall of prices in 
the world may be due to natural causes such as over-production 
in which case it would be disastrous for the Bank to raise the 
price-level by credit expansion. An intervention on the part of 
the Bank will be justifiable only when the changes in price-level 
are due to monetary causes suoh as a scramble for gold, inadeipiacy 
of gold or maldistribution of gold. The Bank oan arrange a 


2 4 Einzig, Bank for International Settlements, Ch. XII, 
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systematio distribution of gold or it can offset the contraction of 
credit caused by an undue concentration of gold in one or two countries 
by an expansionof credit or again the Bank can enable central banks 
to make a full use of their gold reserves by making it unnecessary 
to accumulate a safety margin over the legal reserves. 

The function of the re-disoount rates of the Dank is not merely 
to adjust the lending rates to changing oiroumstanoes or to strike 

a balance between the discount rates at various centres, * The 
Bank should not merely follow the international trend. It must, 

when occasion demands, influence the direction and determine the 
course of the international trend. The Bank-rate need not be the 
inevitable result of the general tendencies at work in the money 
markets, it may as well be the cause of those tendencies. It must 
assume leadership through the control it can exercise on the 
international price-level And in this sense, as Binzig points out, 
there may be an approximation to world bank-rate which is |not 
exactly a single figure but a scale of figures applied in different 
cases at a given moment. The control over the international price- 
level must be exercised with the greatest amount of financial 
wisdom, for the system lacks the power of automatic correction of 
the disturbing factors that is possessed by a central bank under 
the gold standard. 

One of objects of the Bank is to reduce unnecessary gold 
shipments. The Bank is authorised to accept from central banks 
gold which is located with them and which need not be removed 
to the international headquarters and to deposit its own gold with 
central banks whenever convenient. Thus gold is transferred 
from the Bank of Bngland €6 the Bank of Prance not by actual 
shipment but by means of book adjuslments m the Bank tor 
International Settlements. 

It is obvious that the activity of the gold olearing system which 


2^ Einzig, Bank for Intemational Settlements, Ch. X, 
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is contemplated under the scheme will reduce the physical movement 
of gold from one country to another to a minimum. But the phy- 
sical reduction of gold movements will not be accompanied by 
reductions in the fluctuations of gold reserves and in the unsettling 
influence of changes in reserves on the foreign exchanges and the 
price-levels. The tendencies that produce fluctuating reserves 
will continue to operate in spite of greatly reduced physical dis- 
placement of gold. It is not the task of the Bank to interfere with 
normal exchange mov^ements and it is well advised to keep its 
hands off the automatic machinery of the gold standard devised to 
correct exchange instability. The appreciation or depreciation of 
the exchanges, the movements of the exchanges beyond gold points 
must be checked by gold transactions though the consequent changes 
in the gold reserves were to take place by book entries instead of 
actual shipments of specie. For the Bank to monopolise gold ship- 
ments would be equivalent to the complete loss of the significance of 
the gold points and the central banks and the money markets would 
thereby lose a valuable index and a timely warning. The normal 
gold movements result in a marked rise or fall in the rates of inter- 
est, thus setting those forces in motion which tend to correct the 
influences responsible for the excess of imports or exports as the 
case may be. The Bank must not interfere with the automatic 
working of gold movements through exchange transactions : it must 
not interfere with normal fluctuations within the limits of the gold 
points. But it can assist central banks in their task of resisting 
abnormal fluctuations iu their exchanges. 
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SUMMARY 

In this paper, Dr. R. A, Fisher’s method of analysis of 
varianoe has been applied to the monthly averages of the advances 
made by the Imperial Bank of India during the years 1921 to 1930. 
The relative importance of seasonal fluctuations and yearly changes 
has been estimated. The current views about the secular trend 
have been examined and a rational method of curve-fitting 
elaborated with a few illustrations. 


1, The advances made by the Imperial Bank of India are 
shown in the balance sheet under four items : (a) Loans, (b) Cash 
Credits, (o) Inland Bills Discounted and Purchased, and (d) Foreign 
Bills Discounted and Purchased. Weekly figures for each of these 
items are available since January 28, 1921, when the first balance 
sheet was published. For the purpose of the present study, 
balance sheets up to December 26, 1930, have been utilised. 

2. The period under review was not economically stable. In 
the first place, the course of prices in India was unsteady. The 
index number of wholesale prices in Calcutta remained fairly 
uniform with occasional declines during the first four years, but 
there was fluctuation in individual prices. The index declined 
heavily during the next two years. The fall was arrested for one 
year, became perceptible during the two following years, but was 
catastrophic since September, 1929. There was similar instability 
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in the exchange rate, in the prices of fixed-interest investments 
and of industrial shares. The rates of discount, and of interest 
on short-term as well as long-term loans all fluctuated. Other 
indices of economic activity such as bank deposits and bank 
clearings were equally unsteady. In a period of such unsettlement, 
it may become impossible to isolate the seasonal fluctuations, the 
secular trend and the cyclic disturbances. In the next place, a 
period of ten years may not contain sufficient number of replica- 
tions to reveal long-period features such as trends and cycles. 
It behoves us, therefore, not to start with any assumptions but 
to leave the figures to speak for themselves. 

3. As stated above, weekly figures of four different items of 
advances made by the Imperial Bank of India are available. But 
as this paper is written more with the object of illustrating a 
method of analysis of time series rather than of giving a detailed 
analysis of the advances themselves, the four different figures for 
Loans, Cash Credits, Inland Bills and Foreign Bills have been 
added together week by week, and their monthly averages taken 
as in the table below. Thus each figure represents 16 or 20 items 
according as there were four or five balance sheets during a month. ^ 
This is necessary, for sometimes the Imperial Bank of India thinks 
it advisable to change one form of advance into another to suit its 
own purpose. For instance, when emergency currency has to 
be obtained from the Controller of Currency, cash credits have 
often to be converted into hundis. This has a theoretical advantage 
also. For even if the original series is not normal, a derived series 
of composite quantities like this may approach “ normalcy, ** To 
simplify matters, the figures are shown below up to the nearest 
crore of rupees : 


^ January 1921, was an exception, the Bank having commenced business 
on January 21, 1921^ and there having been only one balance sheet during 
that month, 
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4. In the following table, a further simplihcation is effected by considering the deviations from a fixed 
level throughout, viz., Rs. 50 crores. 

Table n — D eviations of Impeeial Bank Advances pbom Rs. 50 cboees. 

■ {In Ha. Crorea.) 
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5. An automatic check is provided in the above table, for 
the grand total of deviations, m>.,+ 289 may be derived from the 
sub-totals of either of the years 1921 to 1930, or of the months 
January to December. The arithmetic means for the different 
years may be easily found from the series of the sub-totals — 2, 
— 12 . . . , — 27, and the arithmetic means for the different months 
from the other series of sub-totals 40, 89, . . . —28, +7. Thus the 
mean for the year 1926 = 50—31-M2 (there being 12 figures for 
each year) =47 '4 approximately ; the mean for June = 50 *4-29-7- 10 
(there being 10 figures for each month) =52*9. The General Mean 
= 50 + 2S9-7-(12 X 10) = 52*4. In any case, and even without these 
calculations, the totals of deviations for the years 1921, 1922 . . ,1930 
and for the months January, February, . . .December form an inter- 
esting study by themselves. For instance, on reference to column 
12 in Table II, it is evident that during the five months July to 
November, the deviations are all negative, the minimum (—45) being 
reached during September ; the deviations during the remaining 
seven months December to June are all positive, the maximum 
(■f 106) being reached during April. This points to strongly marked 
seasons, but does not tell us whether the seasonal fluctuations may 
be isolated, nor what is their importance considered in relation to 
other changes, such as secular trends and cyclic disturbances. 

6. To answer these two questions as also others arising out 
of them, the method used by Dr. R. A, Fisher mainly for analys- 
ing agricultural data may be applied. The writer is indebted to 
Prof. P. 0. Mahalanobis, M. A. (Cantab.), I.E.S., Senior Professor 
of Physios, Presidency College, Calcutta, for this suggestion and 
for valuable assistance throughout this investigation. Roughly, the 
method may be described as the analysis of variance (that is, 
fluctuation in a systematic manner, stage by stage). For this 
purpose, the squares of the deviations given above are necessary. 
These are listed in the following table 
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7. The grand total 13,129 gives the sum of the squares of all 
the 12 X 10 or 120 deviations from 50. The sum of the squares of 
these deviations from the general mean =5 13,129 — 120 (deviation of 
general mean from 50)* = 13,129- 120 (289^ 120)* = 13,129— 289" 
-r- 120 = 12,432*99. There are 120 quantities giving rise to this total 
variance among which 119 independent comparisons are possible. 
Thus the average variance or mean square of deviations = 12,432*99 
-7-119 = 104 '48. The “ stand abd ebbor’’* = V 104*48 = 10*2. The 
observed standard deviation of oourse= ^(12,432*99-7-120), which 
is nearly the same as the standard error obtained above, the sample 
being as large as 120. On reference to Table I, it will be seen 
that there are no figures which fall below the general mean 52*4 by 
more than twice the standard deviation (that is, 20*4), but there are 
five consecutive figures from February to June 1924, which exceed 
the general mean by more than twice the standard deviation. 
This suggests that the year 1924 is an exceptional year,® — a fact 
also confirmed by the last line of Table III in which the sub-total 
for 1924, viz.^ 5,927 is seen to be nearly half of 13,129, the grand 
total of all the ten years. 

8. The total variance about the general mean, viz,^ 12,432*99 
may be analysed into (a) the fluctuations of ten annual averages 
about the general mean ( which of course is also the mean of those 
•ten annual averages); and (b) the fluctuations of the twelve monthly 

2 This may be called the estimated standard deviation being the best 
estimate of the sta^idard deviation of the population from which the sample 
is taken, 

^ As already stated in paragraph 2, prices fell heavily during 1924 and 
1925. The immediate effect of this was that traders tried to hold stocks 
by borrowing from banks. Thus advances tended to increase. Ultimately 
when the expectation of a rise in prices was not fulfilled, traders disposed 
of their stocks to save interest and rent, with the result that advances 
tended to decline. It is no wonder therefore that there were such extreme 
fluctuations during 1924 and also during 1925. The same phenomenon 
Was noticeable during 1929 on a subdued scale, 
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figures within each individual year about the average for that 
particular year. The first may be called the variance betweeii 
years and the second the variance within years. The table 
below shows the calculations. 

TABiiE IV— Variance Between and Within Years of 


Imperial Bank Advances. 
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12 

... 

237 

5,927 

4,68075 

1,246*25 

1925 

12 


111 . 

2,535 

1,02675 

1,508*25 

1926 

12 

31 


927 

80*08 

846*92 

1927 

12 

17 


625 

24*08 

600*92 

1928 

12 

... 

35 

859 

102*08 

756*92 

1929 

12 

63 

... 

1 ,445 

.. 33075 

1,114*25 

1930 

12 

27 


155 

6075 

94*25 

Total 

TiW 

+289 

13,129 

6,597 -90 

6, 53116 


9. The first figure in column 6 of the above table, viz.^ 129*67 
represents the variance of the twelve monthly figures during 
1921 in Table I about the mean of those twelve figures. Similarly, 
for the other items in column 6. Thus the total 6,531*10 represents 
the aggregate variance within the ten years. The first figure in 
columns of Table IV, viz., *33 represents the dispersion of the 
mean for 1831 from 60 and soon. Thus the total of golumn $ 
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viz.i 6,597*90 represents the aggregate dispersion of the ten 
annual means from 50. In order to find out their dispersion from the 
general mean, we have to subtract 289*— 120 or 696*01, as calculat- 
ed in paragrapji 6 ante. Thus the variance between years = 
6^597*90— 696*01 ==5,901*89. Th^ total variance 12,432*9918 of course 
the sum of variance within years (6,531*80) and of variance between 
years (5901 89) This is illustrated . in the accompanying 
diagram in which MM' represents the level of the general 
mean, the ten small circles (©) represent the annual means 
for the ten years 1921 to 1930 and the dots the monthly 
figures of advances year by year: The rectangle ABCD represents 
the total variance of all the 120 figures. The rectangle EPGH 
represents the aggregate variance of the ten annual means about 
MM'. Thus the two rectangles, ABFB at the top and HGCD at 
the bottom! represent the aggreigale variance within the ten years, 
— the variance within each individual year being shown separately 
by the ten rectangles about the ten annual means. 

10. To find the average variance between years, we have to 
divide 5,901*89 by 9, there being nine independent comparisons or 
“degrees of freedom” among ten years* Similarly, for the variance 
within years, viz., 6,531 *10, there are eleven independent comparisons 
within twelve months in each of the ten years or 110 degrees of 
freedom in all, which figure may also be obtained by subtracting the 
9 degrees of freedom ascribable to the variance between years from 
the 119 degrees of 'freedom pertaining to the total variance. 

Table V— Avebage Vabiance Between and Within Yeabs op 


Impebtal Bank of India Advances 


ISfature of variation 

Degrees of ■ 
freedom 

Sura of squares 

i 

Mean square 

4 log© (mQ*n 
square) . 

G) 

{2) 

(3) 

(4) = (3)-i-(2) 

(5) 

Total 

Within years 
Betyreo® years 

119 

110 

9 

13,482'e9 

6,68110 

6,0Or89 

104'48 

eosz 

666-76 

3-0410 

8 3420 


Pijfprence l’2010=*r. 


P, 16 


34A H. SINHA 

0^ Teferenoe to ooiumn 4 it is seen that the average variance 
b6t\^eeo years (66576) is considerably greater than the average 
variance within years (69‘37), In other words, die flnetuation# 
within each year must be recognised as signifioandy different from 
the fluctuations from year to year, requiriiig separate studies lor 
these two types. Thus the provisional analysis mentioned in 
paragraph 8 is confirmed. 

n. Dr. Fisher has devised a convenient test ^ for finding out 
whether any two variances are significantly different by calculate 
ing 5;, which is half the difference between the natural (Napierian) 
logarithms of the two varianoes which in the present case works 
put to r20l0 as shown above. On reference to the table for 
1 per cent points of the distribution of z on pages 214-215 of “Statis- 
tical Methods for Research Workers (Second edition), it is found 
.that for w 1=8 and n,=60, z will be equal to or exceed 0*6189 
only once in hundred trials in case the two varianoes are identi- 
cal. The observed value is 1’2010 for Wi=9and », = il0. It is 
qlear, therrfore, that a:= 1*2010 will occur much less frequently 
than once in hundred trials on the supposition that the two 
variances are equal. In 01 her words, the odds are much greater 
than 100 to 1 that the two varianoes are different. 

12. It is also clear that as the variance between years is the 
more important of the two, each year has an individual oharac^ 
ter of its own. It is, therefore, advisable to study the yearly 
change first. To use the current terminology, this change is 
made up of two items —(a) the secular trepd, and (6) the cyplio 
disturbance, Mr. Miohell in his scholarly treatise on “ Business 
iSyoles sums up the features of the secular trend in the follow- 
ing words : Lines of secular trend show the effects of causes, 
which, though subject to change at any moment, hav6 mfluenoed 

m :■>, ' , 

< The test of course involves the usual assumption of a ncmnal 
population, 
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an eoanoraic process in some regular or regularly ohanginfi way 
through periods of time long in comparison with business 
cycles/^ (Italics by the present writer.) This description seems 
to be vague and otherwise unsatisfactory, but iirifortunately it 
oannbt be improved upon with the help of our present meagre 
knowledge of the subject. Two distinct methods of approach 
have been developed. One is based on what is called the law of 
growth. For instance, Mr. R. B. Prescott* argues that every 
economic process has an initial period of experimentation, a 
subsequent period of growth into social bibfic, a third stage during 
which this rate of growth is successively acoeleraled, becomes 
stationary and retarded, and a final stage when there is no further 
growth,— in other words, a period of economic equilibrium. He 
therefore seeks to represent trends by Gorapertz ’’ or “ logistic 
curves. Apart from the fact that this law’’ is largely specula- 
tive it cannot obviously be applied to many series, for which, 
however, there seem to be trends, e.g„ index number of prices. 
Another method of approach, which is usually resorted to, hits on 
an empirical “ law from a study of the figures themselves. The 
technique is bewildering in its diversity. To quote from Business 
Cycles” once again, the same piece of work, an investigator 
may fit a straight line to one series, a parabola to a second, com- 
pute three-year moving medians of a third and seven-year moving 
arithmetic means of a fourth, run a freehand curve through a 
fifth, use ratios to some other series for a sixth and devise some 
novel method for a seventh. He may even use two or three 
unlike methods of determining the trend in different sections of 
the same series.” The fact is that all investigators of business 
cycles ate oonoertied not with studying the nature of secular 
trends but with eliminating them so as to get at the cyclic fluctua- 
tions, which alone form their objects of study. Thus the only 

® Journal of the American Stlrtrastical A$^^ for December, 1922* 
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thing definite about saoular trends is that tiiey noa-poriodio 
smooth curves. Even this has been questioned by Dr. Kurznets, 
who speaks of “ seoondairy trends interrnedihfce between the 
much longer primary trends and the inuoh shorter business oyol^s, • 
and by Mr. G. van Galdem and others who writer about long 
waves’’ of about 50 years' duration,— both of these beiiig periodio/' 

13. In any case, for a short series of ten. years like thd one’ 
under the present investigation, it is best not to start with any; 
‘‘law,” whether with regard to the secular trend or with regard' 
to the cyclio disturbance, but to try to represent the year-to- 
year variation by a suitable curve, — be it periodic or non- 
ppriodio. An experienced and skilful investigator of business 
oy.Qles may pass a free-hand curve through the series (if 
yearly means. On the other hand, a inathemabician may 
conduct a Fourier analysis or may resort to the method of least 
squares. But every curve, howsoever obtained, will have to be 
tested for its “goodness of fit/’ 

r 14. Here also there is no satisfactory or uniform test. One me- 
thod is to examine the “/easonableness- of the data by projecting 
trend lines into the future,— a method suggested by the use of a 
trend as a “forecaster,” This presupposes the continuanoe of the 
existing economic conditions,, — a Jarge and perhaps gratuitous as- 
suiUption. For instancoj if any investigation covering tlie 
years 190i to 1925 has been properly done, we^may . conclude that 
provided the economic conditions remain fairly : stable,! > another 
random sample, of 25 years will differ from the ^present sample in a 
determinable ^mapuer. To locate that sample from 1902'tjo 1926 or 
Irom 190Q to 1024 iSi not the same thing ael taking another 
random sara,plo- . Another , method is to break, a series into 
two parts, and .reconcile their, trends. This sometimes reveals 

(1930), pp. 226-^230. ' 
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unexpected difficulties, A striking illustration has been given by 
Mr. W. L. Crum in the the Journal of the American Statistical 


Association for June 1925. 

He points out that for the following 

series of figures 


Years 

New York Bank Clearings 


(in $ 10,000,000) 

1903... 

6,590 

1904... 

6,864 

1905 ... 

9,382 

1906 ... 

10,467 

1907 ... 

8,718 

1908 

7,928 

1909... 

10,359 

1910 ... 

9,726 

1911 ... 

9,2.39 

1912 ... 

10,035 

1913 ... 

9,463 

1914 ... 

8,302 

the trend line fitted by 

the least square method for the 


period 1903 to 1913 is = 8,983 + 245 a: and for 1904 to 1914 
is /y== 9,055 + 83cc, where a?=nainber of years measured from 
the middle of each period. As Mr. Mitchell sums it up: “Statis- 
ticians fall back upon a visual comparison between the actual 
values and the trend lines within tlie time limits of the data. 
Their conBdenoe in a fitted curve seems to be the greater the 
simpler is its equation, and the longer the period within which it 
gives a reasonable fit. But published expressions of opinion show 
that a fit which seems good to one man would be called poor by 
another.^' We should, however, try to eliminate the subjective 
element in order to place the technique of fitting on a secure and 
scientific foundation. How fur this is possible in the present case 
is examined below. 

^ 16. We have ten yearly figures as given in the last line of 

Table II, on the basis of which we have to atteinpt to fit a trend 
line. If we depend of visual comparison, a iit must be regarded 
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as good or bad, according as the deviations of these yearly figures 
from the corresponding graduated values is small or large. This, 
however, overlooks the fact that each of these yearly figures iS 
derived from twelve monthly figures which are dispersed about 
their mean, —that dispersion being measured by the variance 
within that year. The secular trend, by hypothesis, represents 
for any particular year an average picture of the fluctuations of 
twelve months constituting that year. It cannot therefore be 
located with greater certainty than the fluctuation from month to 
month within that year. It would, therefore, seem to be suflSoient 
if the aggregate variance of yearly figures about the fitted curve 
should be of the same order as the aggregate variance within 
years as obtained above in paragraph 9. Thus any particular fit 
must be rejected if it is found that the aggregate variance about 
that curve is significantly greater than the aggregate variance 
within years. On the contrary, if the former is found to be 
significantly smaller than the latter, one may reasonably apprehend 
that ^ the data have been improved upon, the oorrespondenoe 
although close is probably fictitious. ’ 

16. The above is illustrated in the following sections by fitting 
successively (a) a straight line, (b) a parabola, and (o) a cubic 
to the ten yearly figures by the least square method. If we measure 
the year x backward and forward from the end of 1025, then the 
graduated values of deviations in the last line of Table II are given 
by the equations : — 

(a) 2/=:28-90-9-70a;; (b) j/=72-95-970x-5*34aj* ; 

(o) y=72-95-37-4x~5-34a?* + l‘93a?\ 

17. The method of oaloulating the variance about the straight 
line is shown below : 

7 The absurdity of such a close ” fit may be easily realised when w« 
remepiber that it is always possible to pass exactly through n points a 
curve of the (w-^l)th degree, which can, however, hardly be regarded as 
the trend of the n points 
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From the total of column 4, viz., 1342, the variance between 
graduated values about the general mean may be obtained by 
subtracting the correction (289 * 4* 120 -=698 as calculated in para- 
graph 7 above. Thus the variance between graduated values 
about the general mean becomes 646, If to this is added 5,296, 
i.e., the variance due to deviation from graduated values, we get 
5,902 which must of course equal the total variance between years 
obtained in paragraph 9 above. 

18. 'I'he Table for analysis of this variance may be thus 
shown:-- 

Table VII— Average Variance of Imperial Bank of India 
Advances about the straight line j/=28’90— 9*70a: 


Nature of variation 

Degrees 

of 

freedom 

Sum of squares 

Mean 

square 

(1) 

(2) 

(3) 

(4) 

. , ,r 

Between years ... 

1 9 

5,902 

656 

Between graduated values ... 

1 

646 

646 

Due to deviation from curve 

8 

5,256 

657 


Thus of the total variation 5,902 only 646 has been absorbed 
by the straight line and at the same time the degree of freedom 
has been reduced by unity. The result is that the average 
variance about the curve is 657 which is slightly greater than the 
variance about the mean, viz., 656. It is therefore clear that the 
graduation in this case is worse than useless. 

18. The variance about a parabola may be -thus exhibited 
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Table VII — Average variance op Imperial Bank of India 
Advances about the parabola 2/==72'95— 9’70a;-~5‘34ri;'". 


Nature of variation 

Degrees of 

Sum of 

Mean 

i log." 
(mean 


freedom 

squares 

square 

square) 

(1) 

(2) 

(3) 

(4) 

(5) 

Between years 

9 

5,902 

G56 


Between graduated value 

2 

1 ,942 

971 


Due to deviation from 
graduated values 

7 

3,960 

1 

566 ! 

3‘1693 


i lofie (averaj^e variance within years, i.e., 

r)9'37 with 1 10 def 2 ^rees of freedom) ... 2*0419 

0 = 1*1274 


If Table VIII is compared with Table VII, it will be seen that 
the sum of the squares of the deviations from the parabola is 3,960 
in place of 5,256 obtained in the case of a straight line. At the 
same time the degree of freedom has become 7 in place of 
8, and the average variance has been reduced to 566 in place of 
657. In other words, the sum of the squares of tlie deviation has 
been reduced by about 25 per cent whereas the average variance 
has been diminished by only 14 per cent. In any case, even now 
the variance about the parabola is significantly greater than the 
variance within years. 

19, If we now go still further and fit a cubic, the variance 
may be thus analysed : — 
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Table IX Avebage Variance of Imperial Bank of Inbia Abvances 
ABOUT THE CUBIC !/ = 72*95^37*40 aj— 5*34a?* 4-r93aD* 


j 

Nature of Variation 

Degrees 
of freedom 

Sum of 
squares 

Mean 

square 

i log. 
(mean 
square) 

(i) 

(2) 

(3) 

(4) i 

(5) 

Between years 

9 

5,902 

i 

650 


Between graduated 

values 

3 

2,714 

905 i 


Due to deviation from 
curve 

6 

3,188 

631 

31374 


2 )og6 (average variance within years, i. e., 59*37 
with 110 degrees of freedoin) ... ... 2*0419 


fif=:r0055 

Even BOW the deviation from the fitted c^arve i,s far too great, 
«. 0 ., the graduation is still not adequate, although there is some 
improvement, 

20. Thus it is clear fhat the method described above affords 
a rational control of the degree of approximation to be attained in 
fitting a curve to a series of data. The common notion of getting a 
“ closer agreement by going to a higher degree curve is not 
justifiable, although it ofteti creates a false sense of security. The 
method of analysis given here may be utilised for studying not only 
the trend but also the seasonal fiuctuations and other disturbances. 
But as the paper has already exceeded the allotted limit, we must 
refrain from further elaboration necessary to show the power 
of the method in full 
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SUMMARY 

Separate institutions are existing or have been recommended 
for the finance of foreign trade, internal trade, industries and 
agriculture. But no financial organisation exists in the country 
to meet the capital requirements of public bodies in India, which 
now amount to some 45 crores of rupees annually. It is proposed 
that a Board of National Investments should be established in the 
country to take over the banking and investment functions that 
are now discharged by the Finance Department of the Government 
of India. The creation of this Board will mean a step forward 
in the direction of decentralisation in financial matters. It will 
avoid sweeping money off the money market which now occurs 
owing to the open market borrowing operations of the Government. 
Its presence will insure a better administration of all the branches 
of the Indian public debt. The Credit Ponoier in France and 
Zemska Banka in Oaeoho-Slovakia undertake to perforin some 
similar functions. They supply long-term funds to major indus- 
tries and finance the local bodies. 


S$9pe of Flniincial ReqniretneRto. 

" The problems of finance,” says the Macmillan Committee 
Report, “ underlie the whole field of human activities.’^ Yet it is 
a most difficult problem to hammer out the right type of finaneial 
institutions for a ooinmunitjr. The growth gad type ot finaapial 

institutions in a oountry very much depend upon the economic 

866 
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structure of the society there. If we take the sphere of banking 
as an instance in point, we find that essentially the needs of all 
communities are the same, namely, the provision for long- and 
short-term finance of trade, industry and agriculture, and availabi- 
lity of capital for transport purposes and other public works. But 
how widely different are the institutions in different countries that 
meet the same requirements ! Finance and financial problems are 
just like a living organism and its nervous system. There is some 
sort of scientific arrangement by which the whole organisation 
is regulated and controlled. If we picture to ourselves ar tree 
representing the banking position in India, we shall find that it is 
something lop-sided. While there are banks for internal and foreign 
trade of the country, there are no institutions for short- or long- 
term requirements of industry and agriculture. There is no central 
feeding. There is no regular organisation in the country to meet the 
growing requirements of money for purposes for which, for good or 
for evil, the State in India has, by force of circumstances, become 
responsible. A Central Reserve Bank has been proposed, Indus- 
trial Banks have been suggested and Land Mortgage Banks have 
been recommended. Similarly, other institutions have been favoured 
to undertake exchange business. But, to my mind, no serious atten- 
tion appears to have been paid to the most important requirement 
of the community, namely, the necessity of an institution to finance 
the numerous requirements of public bodies in India. 

Over-burdened Finance Department. 

The State in India has many socialistic tendencies. It 
carries on many industrial and financial operations which are done 
elsewhere by private individuals and separate institutions. The 
Government has a very great responsibility upon its shoulders 
that it has to find fnnds for the construction of railways, feeding 
of provinces, advances to Indian States and loans to harbours, 
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mjinioipal corporations and numerous other bodies and individuals. 

It was estimated by Sir Basil Blackett in 1924 that the loan 
requirements of publio bodies in India — including the borrowings 
of the Government of India as well as the direct loans raised by 
provinces and local bodies — amount to some Rs, 45 orores annually. 

I have made computations in another way and the result is the 
samQ. The most surprising thing is that though year after year 
this large amount of money has to come out of the money market 
and savings of the community are required to flow into long-term 
permanent requirements of the State, all this is done without the 
existence of a proper institution for this purpose. Special 
organisations are always necessary in order to deal with the supply 
of savings or of borrowings of a special character, and with a view 
to linking up the flow of permanent savings with the demand for 
them for special purposes. Yet the task here in India has fallen 
on the shoulders of the F'inance Department. In no other important 
country in the world is the Exchequer so overburdened with mul- 
tifarious functions of a wide character. Yet the Finance Depart- 
ment of the Government of India is the most ill-equipped depart- 
ment for the purpose of efficiently discharging all those functions. 
If a Reserve Bank is created in this country, it will be possible to 
hand over to it the control of currency, exchange, reserves, balances 
and remittance operations. But will the Government continue to 
carry on the vast transactions of a banking character which they 
now do ? The necessity for a separate organisation for the latter 
purpose too, therefore, appears to be very obvious. Consequently 
it is suggested that a Board of National Investments should be 
established in India. 

A Board of National InvettmenU. 

On an examination of the present banking and investment 
operations of the Government of India we find that so far as this 
part of the work is oonoerned, the Government has to perform two 
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important fanotions, naraely, borrowing money on the one hand 
and lending it on the other. It is suggested that this work 
should be taken over from the Finance Department of the 
Government of India and entrusted to a new Board, The work 
of future financing of the numerous benefioiaries now helped 
by the Government borrowing system should also be handed 
over to the same institution. A separate body created only for 
this purpose, financial integrity of whose dealings will be 
guaranteed by the Government of India, will discharge these 
operations in a much more eflSoient manner than what is done at 
the present moment. There are many funds, deposits, balances 
and reserves in India— such as the proceeds of the Postal Cash 
Certificates and Savings Banks, Provident Funds, Judicial and 
other deposits, the Famine Insurance Fund, the Railway Depre- 
ciation and Reserve Funds, the Sinking Fund contributions of the 
central and provincial governments, and similar other loanable 
nmneys which now go to assist the general Ways and Means 
|K)sition of the Government of India. It is necessary to separate 
.such interefit-bearing funds, intended for investment, from the 
general Treasury balances, pool them, and entrust the work of 
their investment and management to the care of an independent 
body composed of representatives drawn from all the interests 
concerned. In addition to the investment of the above and other 
suoh funds, the proposed organization should arrange for such 
matters as the issue of direct loans, the conversion and redemption 
of early maturities, the distribution of loanable funds between the 
central and provincial governments, the purchase and sale of 
securities, and the creation of facilities for the sale of sterling 
paper in Jndia and submit an annual report to the Treasury 
giving an account of its activities. The usual praotice in Great 
Britain is to do all borrowing through the Treasury and the Bank 
of EJngland, and to arrange part repayment through the National 
PeM Commission. But there is a great deal to toe said tor the 
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co-ordination of borrowing, reborrowing, and repayment functions, 
and their transfer to a separate independent body.’^ 

Reasons for the Establishment of a Board. 

There are some very important points that can be urged in 
favour of the adoption of the course recommended above. In the 
first place, borrowing for the requirements of others is not essen- 
tially a governmental or administrative function. On the other 
hand, it unnecessarily brings the Government into the arena of 
controversy. Government's borrowing operations in the post-war 
period have been subjected to very severe public criticism. It is, 
therefore, only in the fitness of things that the Government should 
not, if it can help it, any longer remain directly responsible for 
such activities. The difficulty is that with such crude organisa* 
tion as the Government has now got at its disposal, its financial 
activities in the money market have tended to become a bug-bear 
to all those interests that require funds for other purposes. There 
appears to be too much of Government borrowing and all — or 
almost all is concentrated at a few commercial centres where 
money is equally urgently needed for other operations. The most 
natural result of these open lUarket operations of the Govern- 
ment is that commercial and industrial interests are frequently 
starved for money. The new Board will so operate on the market 
as not to unduly strain the resources of any particular section of 
the community or locality. 

Splitting up of the Indian Public Debt. 

Then the question of the public debt of India has been a 
target of fierce and bitter attacks in the country in the last decade. 
I do not want to tread on the road to controversy, but so far as 
the present position of the publio debt of the Government of India 
is oonoeriied, out of a total of Rs. 1171*96 orores of interest-bearing 
obligations ©a the 31sfe l^atoh^ 1931, as much as Rs, 937*44 or 
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80 per cent, were covered by the interest-bearing assets ; there 
were cash, bullion and securities held on Treasury account to the 
extent of Rs., 35 orores, and only some Rs. 199*34 orores had no 
tangible assets against them. I am clearly of the opinion that the 
assets and liabilities of the investment section of the debt should be 
placed beyond the region of political oontroverey. Whether more 
loans are granted in the future for the construction of irrigation 
works, or ^ov taqavi loans, or for financing cooperative societies or 
for occasionally helping major national industrial concerns, or the 
policy of spending more money on the construction of railways is 
continued, will depend upon the choice of the future Federal 
(TOvernment. The point is that these investment transactions 
should not be directly carried on by the State. The most important 
step, therefore, that the new Board will be called upon to take 
will be to split up the whole of the Indian Public Debt among 
the railways, provinces, native states, harbours, municipal corpora- 
tions and other borrowing bodies that now bank with the Govern- 
ment of India, to fix up periods for the redemption of their debts 
of different kinds, to arrange for interest and sinking funds to 
come from these bodies directly to its own account and to provide 
for the extinction of the unproductive debt out of the general 
revenues of the Central Government. The total amount of money 
thus received will not be lost— it will still be available for the 
capital requirements of public bodies. But the step would mean 
the co-ordination of all the functions connected with the adminis- 
tration of the Indian public debet/* 

An institution like the one we have suggested would help in 
gradually standardizing the rates at, and conditions under, which 
loans are assigned to different borrowing institutions such as the 
railways, the provinces, and other public bodies. According to the 
present practice, different considerations govern the determination 
of the rates of interest charged on advances made by the Govern- 
ment of India to different classes of borrowers, According to the 
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Finanoe aod tleveaiie Aoooaafcs of the Government of India for 
1927*28, “ the rate of interest charged on advances to Government 
servants, has been fixed for the present at 5 per cent, while the 
rate charged on loans and advances to Indian States, public bodies 
and persons, etc., is normally 6 per cent, though it is occasionally 
varied for special reasons. The rate of interest charged by the 
Government of India to the Provincial Loans Fund is determined 
with reference to the cost of new borrowings to the Government 
of India from time to time.’’ It is stated, however, in the same 
publication, that the rate of interest charged on ^j^ances to the 
Provincial Loans Fund during 1927-28 was 4| per cent.” The 
rate of interest paid by the Commercial Departments came to 
5‘38 per cent in the year 1927-28. There is, therefore, a prima facie 
case for some sort of standardization of the rates of interest to be 
charged from the borrowing clientele of the Central Government. 

With command over large funds received from the lending 
departments, and with other incoming resources, the new institution 
would, on certain occasions, be in a position to dictate favourable 
borrowing terms to the money market on its own capital issues. 
All the materials for the framework of a body similar to the 
National Investment Board, which has been recommended for Great 
Britain in the report of the Liberal Industrial Plnquiry, already 
exist in India. There is a considerable amount of co-ordinated 
borrowing by the Central Government for all purposes, there is the 
nucleus of the fund for administration by such a body in the form 
of the Provincial Loans Fund set up for the purpose of granting 
loans to the provinces, which is financed from funds raised by the 
Central Government, there are the investing departments, and 
there are the departments that need borrowed funds. What we 
urge is merely a transfer of all these banking and investment 
functions from the hands of the Finance Department of the 
Government of India to the care of a separate organization working 
under the close control of the Treasury. “ I look forward to the 
F. 18 
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day,’’ said Sir Basil Blackett in foreshadowing future developments 
in the working of the Provincial Loans E’und, ^‘when the Fund may 
be administered by an Indian body corresponding to the National 
Debt Commissioners, or the Public Works Loan Commissioners 
of England, and tlu^ money re<piired for advances from the Fund 
raised in the open market by the controlling body, on the security 
of the assets of the Fund. It is too early yet to say when such a 
development, though it may already be foreseen, will materialize. 
I am confident, however, that considerable benefits will accrue 
to the finances of India when the day comes on which the advances 
made by the Central Government to the Provincial Governments 
will be excluded from the Public Debt of the Government of India 
in the same way as advances made on the guarantee of the British 
Treasury to public bodies in the United Kingdom are excluded 
from the British Public Debt. Not only these advances to the 
Provincial Governments, but also the Railway Debt of the 
Government of India may ultimately be separated from the ordinary 
debt, and raised, subject perhaps to a Government of India 
guarantee, not on the general credit of the revenues of India, 
but on the security of the assets of the Provincial Loans Fund 
and of the railway undertakings of the State, respectively. The 
true facts regarding the public debt of India would be less obscure 
than they are, and the facilities for raising new capital would be 
widened.’’ 

Almost similar views have been expressed by the Indian 
Statutory Commission. Referring to the standardization of the 
regulations for provincial loans, and the co-ordination of their 
borrowings, the Simon Commission propose that there should be set 
up in India a Provincial Loan Council, consisting of the Finance 
Member of the Government of India and the Finance Ministers of 
the provinces. 

It is of some interest in this connection to point out that both 
the majority and minority reports of the Ac worth Committee 
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thought that the present agency for the issue of Government loans 
requires to be organized much more thoroughly and on a much 
wider basis. Tlie new institution can achieve a twofold purpose. 
It can finance local bodies as well as important industries. Tlio 
Credit Fonoier in Prance and Zemska Banka in Czecho-Slovakia 
supply long-term funds for industries and finance local bodies. 
The Board of National Investments will thus be very helpful to the 
tnajor local bf)dies that now sometimes experience some difficulty 
in raising the necessary amount of money or can raise it at a 
liigh rate of interest. There is a great deal of overlapping and 
wastage of public funds in (lieso borrowing operations. 

A l)ody like the one the establishment of wliich we are 
suggesting, ready to finance all important local bodies and 
agreeing to receive payment in the form of annuities including 
interest and sinking-fund payments, s})read over a period of years 
ap[)r()priat e to t be cluiracter of the loan expenditure, would avoid 
the (ionsiderable waste due to the present overlapping and a great 
deal of the inconvenience that is frecjuontly faced by the borrowing 
inst itiitions. 

It would not only perform the functions of propaganda and 
publicity as to the true position of the Indian Public Debt, but 
would serve to maintain confidence in the minds of external and 
internal investors by a judicious discharge of the work assigned 
to it. Such an institution could, also, effect a desirable separation 
between the commercial and the unsecured debt, a step that 
would lead to the avoidance of political controversies as regards 
any seotion of public debt,^' 
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SUMMAllY 

The ])a])er Ix'^iiis by ixbaiing- oui the iTny)orta7)ee of eeonoinir, 
])()liti( al ai)(l histoi ieal faetoi's of a (‘oiiniry in th(‘ shaping' of its 
('(Mitral flank. Tin' usual analysis of (*onslitutions into (a) share- 
holding, (b) Siate-owned, and (e) mixed types is ymshed on 
tuiUiei- to indieate the divei'sihed forms of each tyjae It is 
shown that while pidvaie owneishi]) may coexist wiih complete 
Stai(’ (ontrol, Siai<‘ owmo’ship is noi necc’ssarily inconsislcuit with 
a fair measure' of indepemh'nce. The' praedical working- of each 
iy|u' is sc'cn to be so dive'i'se in (h'tails, that any rioid classification 
aj ja'ars io be of littb' practical importancce 

yKonn^ main aroumenis in favour of tlu' shareholdino’ tyjie an' 
consideied , siudi as safeguard against inflation and immunity from 
interference in day-io-day administration. Reasons for advocat- 
ing- State' ownershi|), which bold g’ood in all countries, vi/., thos ' 
based on participation in pi'ofits, the exercise of the prero^Mitivc' ot 
issuino* carrency, and effective control of the bank in tlie national 
interest, arc' examint'd. At the same time the sjiecial circum- 
stances, ill (*ertain countries such as the deaith of private ca])ital, 
tlie risk of foreign domination, and the dano’er due to powcM-ful 
■secdional interests ai*e noted. If there is a sus]>icion in the ])ublic 
mind that the central bank is not beino- run entirc'ly in tin' 
7)ational interest, it can never |)rove a success. Tlie juesent atti- 
tude of Indians rey»’arding’ State control and State ownership is 
sought to be examined by considering the caises of the Imperial 
Rank and the State Railways. The sjiecial difhcultic's facing the* 
Reserve' Rank of India whether sset up now or in the future arc* 
pointed out. The need foi* elasticity and caution is emphasised. 

OBJECT OF THE PAPER 

There is hardly any difference of opinion on the (juestion that 
India rc'quires a central bank, the only difference bi'ing as to its 
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constitution. The object of this paper is to examine briefly the 
constitutions of leading central banks of the world and the spe- 
cial difficulties in India, in order to give some idea, however im- 
perfect, of the form which seems to be most suitable for this 
country. 

Central Bank Shaped by its Environment. 

The central bank of every country has beeji much infiiieueed 
by the eeonotnic, political and historical circumstancee under which 
it luks arisen and siiue developed. Sometimes it is consciously 
devised to meet the circumstances ... of a particular eiiviron- 
rnent.” But even when such preim^ditated plans are absent, the 
force of circumstances may gradually transform an ordinary buTik 
into a central bank. The Bank of h!n gland which was s tailed as 
a profit-making private concern has gradually developed central 
banking functions, though it still retains its old constitution. The 
time for(’e is equally potent in effecting constant changes in tlu' 
working of well-thought-out schemes. To cite only one iirstance, 
the original draft of the Federal Reserve Act . . . as it was en- 
acted in December con tinned the policy of insisting U])on 

the meml>t*r banks kee])ing part of their reserves on their own 
premises, but . . . there developed a jioliey which is now 100 per 
cent effective, of insisting upon member banks keeping the whole 
of their compulsory cash reserves at the federal reserve bank.’’^ 
It may l>e argued that this ks only the consummation of the plan 
for the centralisation of reserves and thus there has been no break- 
away from the original scheme. But can the same thing be said 
about the redmcounting policy of the federal reserve system P The 
original intention was to develop the bill market by offering abun- 
dant facilities for rediscounting. But later on, when it was felt 
that the member banks were using credit obtained from the federal 
reserve system in a manner contrary to the iivtentioms of the 

^ Journal of the Institute of Bankers (Ion don), January 1930. 
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federal rewerve authoritieH, such facilities liad to l)e restricted. At 
present bilks which are “ eligible for rediscoiuit ai'e not iie<*e8- 
sarily acceptable and vari(jiis ex])<:Miients have to be devised for 
the purpose. Thus the relation with member banks has become 
much more intimate than originally con tern i)lated although 
there has been no corresponding change in the constitution as 
such. But if the^se recent devehvpments liad been foreseen, prob- 
ably the constitution would haye been dift'erently framed from 
the vei'v beginning. 

New Duties and Responsibilities of Central Banks. 

Apart from such changes in tin' working, there are funda- 
mental reasons in favour of flexilwHty ami elasticity in the con- 
stitution of a central bank, llie functions of a central bunk 
have materially changed during the last hundred years. In 
ifs earliest form, it was a bank of issue which merely 
involved the rosponsibiliiy of maintaining the parity of 
iis notes with the standard currem^y. During the nineteenth 
century, another function was added, viz., the manage- 
ment of a financial crisis. In recent years, an important task has 
been im]) 08 ed, viz., the stahiVisation of the ]>ri('e-]evel. These new 
duties and responsibilities must lmv(‘ their reflexes in the scheme 
of future central banks, as also in llie working and possibly the 
constitution, of existing ones. 

Thr^ Types of Central Banks. 

At present there are 32 central banks in the world, out of 
which 17 are owned by shareholders, 8 partly by the State and 


® The same thing has been reported by Sir Ernest Harvey to the 
Macmillan Committee about the Bank of England. Said he : ** . . . 1 
do not mean to say that any member of the discount market can come 
in and get accommodation to an unlimited extent. The relations be- 
tween the Bank and the discount market are exceedingly intimate.’^ 
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j)artly !)>' <j5ihaiebol(ier«, and 7 entirely bv the State. Of tliefse 
three typew .sharehnlderB’ banks ate the oldest and form iiatnrally 
the prexloiiiinant ^>rou]). As is well known, the Bank 
of l^higland was started as early as l(i94 and the Bank of 
France in 1H(K) us note-is.sning shareholders’ banks. The 
jUittern thus set up, was utilised by most of the pre-war 
et^ntral banks in different countries.^ Some of these were 
started as mere banks of issue. Before the War, there wa.s no 
('entral bank of the mixed type, i.e., owned partly by the State 
and partly by shareholders, though there was a provision in the 
( barter of the Bank of Japan that 50 per cent of the shares might 
be held by Government. The first note-issuing* State Bank in 
Kui‘(>|)e was the Bank of Sweden which began to issue notes as 
early as lOOl and became a central bank with the soli' right of 
note-issue in ISOT. Excluding- the State Bank of Tsarist Russia 
which was li(|uidated in 1917, there was only another State-owned 
central bank^ before the War, vis?., the National Bank of 
Bulgaria established in 1885. Thus out of 14 ]n'e-war c(mtral banks 
as many as 12 were of the shareholding* type. After the War, 
8(weral banks of this type At ere established one after ariother, 
under the auspices of the I^eague of Nations. But in s])ite of 
this, l>anks of the mixed type seem to have been gaining* ground. 
Of 18 post-war central banks, 5 are oAvned bv the State, 8 belong 
to th<> mixed type and only 5 are shareholders’ banks. 


5 The dates of establishment of these banks are given beloAv : 

1B14, Netherlands Bank ; 1B16. Norges Bank ; 1B18, National Bank 
of Oopenhagen ; 1850, National Bank of Belgium ; 1S75, Reichsbank ; 
1882, Bank of Japan ; 18911, Bank of Italy (it obtained the sole right 
of note-issue in 1926) ; 1907, Swiss National Bank : 1913, Federal Reserve 
system of the IJ.S.A. 

4 We have not mentioned the Ccnnrnonwe'pth Bank pf Australia, 
established in 1912 as a State institution beeause it wag not a central 
bank in any sense before 1924, 
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Different Forms of the Shareholding Type. 

Il’acTi of these types again has (lilft^reni forms, in the earlier 
(‘eiitral banks, the shareholders are private individuals, but iu 
ssoine of the later ones there are corporate members also, e.j^*., in 
the South African lieserve Hank established in U/20. The s:nne 
system ])revails in the Reserve Hank of Ueru wheieas in the 
l^'ederal Reserve Hanks of the V, S. A., member banks alone ate 
the shareholders. 

Powers of Shareholders in Theory and Practice. 

The control exercised by shareholders is also not uniform. In 
tln^ caiso of the Hank of England and t.f the luov Reich sbank 
alone, the constitution vests the shaieholdms with the manage- 
ment. Thus in theory the Directors of the Hank of England are 
elected by tlie shareholders to whom alone they are resitonsible but 
in practice they co-opt one atiother.” This freedom from State 
contiol is based on historical reasons but is now justified bv the 
manageinent of the liank a^s a public trust. Ir> ihn case of the 
new Reichshank, the shareholders appoint tlie managing board 
through an indirect system of election. This lax^k of State con- 
trol is due to the exceptional oireumstanees of the v(‘ar 
when the finaneial policy of the (leiman (fovcirnnent was looked 
uiM>n with suspicion. But as Kisch observes this distrust “ would 
probably not have been so manifest had the r6H)rganisati<m com(‘ 
entirely from within the (‘ouiitry.^’ Even in this case, the Presi- 
dent of the (jerman Republic Ijas a limited velo over the elei tion 
of the President of the Bank. In all othei* eentral banks of iho 
shareholding type, the directorate is, in part at any rate, ap.noint- 
ed by Government. An interesting instance is furnished by the 
old Reichsbank where all the members of the managing and exe- 
cutive bodiy, viz., the Bank-IHrektorium, were ap}>ointed for life 
by the Emperor, on the nomination of the Bundesrat, the Centi*al 
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Oomniittee of Sharoliolders having only advisory j)a\vers.5 An 
extreme instance among existing banks is given by the Bank ot 
Norway, in which the shareholders have no control of the 
administration and no provision is made for general meetings 
When the shareholders are partly or entirely corporate mem- 
l)e]s, the State attiially nominates or confiiins the appointment 
of some directoTs. The truth is that shareliolders in a t'entral 
bank are for practical ])urposes mere stockholders, getting aim st 
the same dividend year after year. Thus they do not have ‘‘ the 
sann‘ inducement to take an activ(^‘ interest in the admini^stration 
as exists in the case of an ordinary com]?any/’ 

Different Forms of Mixed Type Central Banks. 

Of the central baiiks in which the shares are held ])a]tly by 
th(^ State and partly b> otliers, there are also several forms. Iti 
some the State subscribes shares but \\m no voting rights, e.g., 
in the ca><e of the Bank of l^oland and the Bank of tlic Rep)Ubli<' 
of (lolumbia whicdi can therefore liardly bt^ distinguished from 
pure shareholders^ banks described above. In some othei's, whicl) 
are much more fre(jui»ut, the State owns a minority of shares. 
The propoitioii varies from one~tenth in the case of the Bank of 
(rreece to om'-third in the ease of the National Bank of Ozecho- 
slovakia. In the i)ro]\osed Turkish Centra] Bank, 15 per cent of 
its shares are to Ih^ reservid for (bn-ernment. There is at present 
only one central bank of the mixed type in which the majority 
of shares is owned by the State. Thi^s is the Bank of Esthonia 
which was started in 1919 as a pure State Bank but has recently 
disposed of SO, 950 slmres to the public, retaining 69,050 .shares 
in the hands of Government, 

5 Final Report of the Chamberlain Cemmission^ p, 84. 

6 Kisoh and Elkin, Central Banks (third edition), p. 
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Different Forms of State Central Banks. 

State central banks may also be divided into different cate- 
gorievS, according to tlie degree of governmental control. Thus 
the bank may be a mere dej)artment of government. l^lie be>*st 
example of this is the State Ifank of the RiiLssiaii Soviet liepublic 
over which the People’s Oommissary of Finances exeT*clses a 
general snj)ervision . He directs the general policy of the Rank, 
iipproves all the geneial rules of operations of tin' Hank as well 
as the rate of interest and commission to be paid . . . (and') latl- 
fies the annual estimates of expenditure and annual reports and 
l)alance sluads." A variant of this form, is furnished by the Uiks- 
hank of Sweden, whi(*h is administered undei* th(‘ direct supervision 
of the Legislature, through seven dircM-tors, one of whom, tin* chair- 
nuu] is nominated by the King and Ihe reirmining six directors 
ar^^ appointed by the liegislature. In tln» riext class <d State cen- 
tral banks, a certain amount of non-ofiicial (‘ontrol iwS provided 
tor. Thus out ot the eleven directors of the National bank of 
Hulgaiia, tour are elected l)y outside bodies, such as the Cham- 
ber ot Commerce or tin* Hourse ot Sophia.” The ( V)inmonwealt h 
Jlank ot Australia does not differ minh tioni this ty2>e. Its pre- 
sent Ikmrd of Directors consistvs of the (lovernor and seven otlnr 
directo]‘s, including the Secretary to the Treasury as an ex- 
officio” member, and “ six ])er8ons who ar<‘ or have been activ«‘- 
ly engaged in agriculture, commerce, finaiice or industry.” It 
is true that all the directors are appointed by the (lovernor- 
General but it i^s interesting to note that as against one officiaL 
there are seven non-officials on the Board, all ot whom are aj)- 
pointed for a fairly long period. This prevents the Bank from 
l)eing a mere department of Government. There is a third class 
of State central banks in which there is a considerable degree of 
independence from Goveniment. For instance, in the case of the 
Bank of J>atvia, there is no direct subservience either to an 
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executive department or to the legislature.’^ It is thus clear 
that the distinx^tion between the various forms of central banks is 
one of degree rather than one of kind. IMie types of eonstitu- 
tion shade into one another. 

Can Freedom From State Control Prevent Inflation? 

Why then this controveivsy between State ver,m.^ private owner- 
ship tor the proposed central bank for India? Piobably this is 
diu^ to a certain confusion of idea>s. It is often argued that pri- 
vate ownership is necessary to maintain the Imnks’ independence. 
Ihit, as already pointed out, whatever be the constitution of a cen- 
tral bank, it c-an never be entirely free from vState^i control. Thus 
tlu> independence can only mean frexMlom within a limited sphere 
in its day-to-day working and that so long as it does not run 
counter to nationaJ interest. This is demanded for diverse Tea- 
sons. One jTopular argument is that a government is tempted to 
finance its ex[)enditure by extensive borrowings from State-owned 
central bank and thus to give rise to inflation of currency. But 
as Kisch jToints out, such abuses are possible when a ( ountry 
has ceased to be on a gold basis. As long as (M)nvertibility is 
maintained, the worst evils resulting from Government interven- 
iion in banking and currency control are avoided.” To quote an-^ 
other currency authority, As a safeguard against inflation, no 
reliance can be x>bmed upon the independence of a central bank. 
Whatever the law may say, the central bank will lend to the 
Government in an emergency.”® The currency history of the 
world since the War furnishes many examples that shareholding 
central banks have been as bad sinners as State central banks in 
the matter of inflation. Another argument, closely allied to the 
last one, is that it is necessary to secure independenee from 
Government interference so as to ensure the automatic regiilation 

7 Kisch and Elkin, op. cit.^ p. 23. 

« Hawtrey, Trade and Credit, p. 13. 
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of (;iinoiioy. But u\ these (lavs when stabilisation of prices is re- 
^^arded iks one of the most inijvortant functions of oentral l>anks, 
any me(?hamcal rule for the ex])ansion and ( ontraction of c\ir- 
rein y must be ruled out. llius \vliatev<M mioht have lieert the 
force of this contention iri pre-war days, the ar«*iiment cannot hold 
good to-day. 

Immunity from Uninformed Criticism and Undue Pressure. 

The only valid argument in favom- of <he independence ol tlie 
ccnti'al bank is tin* nec^*^ssity for securing fi‘e(*d<un from outside 
critic ism and pressure in its day-to-day administration. The irn- 
])rTtartc<‘ of this has been made clear* by Ilau trey in tin* following 
words: “ . . .whenever* an expansion of credit is developing to 
(*xcess a formidahle op[>osition rises in the tradiirg world to an in- 
crease iii bank rate. When on tin* other hand, business is in a state 
of de])ression, no one minds what happens to bank rate. The in- 
tta(*nc(* of outside pressure is therefore, just the contrary of what 
i*! retjiiired.” 

State Participation in Profits. 

At the ^saIlle time many argum(*nts have* ])ecn put bn-ward in 
favour of State ownership which cannot bear* scraitiny. Tt has 
been urged that State ownership is necessary so that tin* profits 
earned by the bank in dealing with (Toverument money should go 
to the State. But it is not necessary to create a State Hank for 
this pnr])08e. The sharelndders’ dividend may lx* limited and the 
State given a share of the in a shareholding bank. Thus 

the ^entire net profits from the notet-issiie of the Bank of England 
go t-o the State. In most other shareholding ( entral ha-nks, 
either some valtiable service is rendered to the State free of eharge 
or it gets a share of profits. The Bank of France makes large 
advances to the State, either free of inierest or at very low rates. 
For the privilege of note-issue the bank makes also various pay- 
ments to the State. In the federal reserve system of the TT.S.A. 

P. 2 
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after the piiymeat of a cimuilative dividend of 11 per cent to tlit? 
.stock holders and some compulsory addition to the reserve, the 
entile lialanee of profits g*oes to the State. 

Currency a Prerogative of the State. 

Another argument advanced in favour of the State'-owned 
central bank is that the issue and control of currenoy are 
prerogatives of the State and should not }>e entrusted to a private 
institution. On this ground Dr. Shaw goes so far as to suggest that 
the central liank should be excluded altogether from the work- 
ing of the ciiiTency system,^ This is an extreme view, for the 
central bank without curreney control, has no reason for its exis- 
t(ui(*e. But others have not gone so far. For instance, the late 
Mr. Madon observed, with reference to the proposed Reserve Bank 
for India that it is imimssible to hand over to a private bank 
owned by a body of sbaiebolders the huge assets^® of the 
Currency Department.’’ To this it may be replied that modern 
States have delegated in their own interest, many of their func- 
tions to semi-public liodies. There cannot therefore be any valid 
objection to the exercise of the above function by a State-control- 
led (*entral bank of the shareholding type. 

Importance of Central Bank to National Economy. 

The third general argument is based on. the proposition that 
the policy of the central hank so vitally affects the ecionomic life 
of tlie nation that it should be nationalised. It is no wonder that 
the question of State owiiershiji of central hanks is being xirged 
with increasing emphasis in these days of depression when the 
public is dissatisfied with the existing monetary organisation. 
For instance, Sir Thomas Allen and Mr. E. Bevin in their note of 

^ Shaw, The Theory and Principles of Central Banking ( 1930 ), 
Chap. 1. 

•JO What would be the present value of these Vhuge’ assets? 
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reservation app<^iHled to the Macnnillan Ile])ort, observe, 
are firmly convinced that the great powers which the Bank of 
England already pos.seftse8, and which are (it is?) contemplated, 
should be developed more fully in the future, ought no longer 
to be left in the hands of a body which is in form a private profit- 
making institution, even though in ])ra(‘tice it acts as if it were 
a public Ixidy/’ But this is really an argument for public con> 
trol and not necesscarily for public- ownership. 

The State May Have to Make Good Deficiency in Private Capital. 

Where there is a dearth of ])rivate capital and there is not a 
sufficient number of banks winch can snbs(U‘ibe the share capital, 
the central bank cannot but be State-owned, at least in part. 
AVhen the Norges Bank was started in 1<S1G, tin' juiblic- was invit- 
(m 1 to subscribe 1o its shares. T^ltimately however forced contri- 
butions had to be levied and although severe measures were adopt- 
ed, only GO |)er cent of^ the shares could be sold. Clearly a 
better course was for the State to take ii]> the shares itself. This 
was done iil the case of the Bank of I>atvia, started in 1928. 
Even now the volume of operations of this bank exceeds that 
of all the private credit institutions in Latvia combined.^’ There 
does not seem to be any dearth of private (capital in India for 
starting a central bank and this argument has little force in this 
country. 

Safeguard Against Foreign Domination. 

Another argument in favour of State ownership is that it is 
necessary in order to avoid the domination of foreign cai^italists. 
This is one of the main reasons why the entire capital of the Cen- 
tral Bank of China, as organised in 1928, was ssubscribed by the 
State. This is apparent from the provision in its charter that not 
more than 49 per cent of the capital will ever pass out of Govern- 
ment hands. A few years ago there was a proposal to convert 
the National Ban^ of Bulgaria into a shareholders^ iTmtitution. 
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But thi‘ idea was up as it was apprelieiided that the change 

would cauHe the control to lapse into foreign hands. If the divi- 
fiend of the propoHed central bank for India is limited by statute, 
foreign capitalifits may not be attracted to purchase the bank’s 
shares to any appreciable extent. 

Safeguard Against Powerful Sectional Interests. 

Another aiguinent similar to the last one is that State oAvner- 
shij) of tilt* (‘entral Iwink is ntMjessary to restrain piowerful sectional 
interests in the country. In Australia, the labour ]iarty imbued 
with socialistic ideas holds the view that the interests of labour 
and the commei’cial banks in the counti'v aye antagonistic. It 
was with a x'wav to check these commercial banks that the I^abour 
(fovernment of Australia established the Ooinmon wealth Bank. 
India also is not free from this feeling of a (dash of interests, 
though it inay not be e(|ually articulate. The seVisc? of conflict 
hetwtHUi the uidustries and the import trade as well as lietweeri 
labour and cajiital aloiK^ have been ^voiced in the legislature and 
the press. What the vast majority of consumernS and the agricul- 
turists think, has nevei* been beard. It appears that tiu> real 
reason w'hy a State-owmiMi bank is insisted upon in this country is 
tin* fear that otherwivse the bank may be controlled by non-offiidal 
h]uropeans, ordinarily resident in India, who, it is apprehended, 
have no sympathy for Indian trade and industries. 

Hemoving Publlo Suspicion. 

lIoAV far, if at all, this suspicion is well founded, need not 
l)t* ixaminetl in this paper. But a central bank started, Avithout 
t (cognising the existence of this feeling, is foredoomed to failure. 
No credit institutioti can function properly in a mist of mistrust. 
But is Htate owMiersliip the moat appropriate method for 
this suspicion? Will not a bank wdth a prepondeiiince of Indian 
shaieholders wve the purpose eijually w^ell? The maintenance 
of inajority of shaj’es in the hands of Indians, even^^ w the bulk 
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of' the nhares is first subscribed by them, is not tree from ditti- 
culties, ultbough they might not be insurmountable. 

Can State (iontral Serve the Purpose? 

l^iVen tben much leliance cannot be jdax ed U|M)n tins Indian 
majority. For exampb^ 49‘4 j)er cent of the shares of tlu‘ Im- 
perial Bank are now held by Indians.*^! Yet there is wide- 
sjvread dissatistaction among them that the Bank is not run in the 
national intei’cst. Thtue is little liope of a change in Indian opi- 
nion it this nominal minoiity of Indian shareholders is (onverted 
into a bare majority by the statufe. Past assurances, clear and 
emphatic, by the (loveiiiment have not beefi able to alter that 
opinion. This feeling of mistrust in the Indian mind has its 
root in the ‘ ])reservation of Knropeaii monopoly in the higher 
services of the Bank. The grievar»ce is not that the Furopean 
officers are iinsyin))athetie to an Indian customer, but that in tin* 
]»r(sent condition of the counfry they cannot have that intimate 
contai i with him which is essential to a pro])ei' (vstiinate of his 
(U'edit. Again the Indianisation of the sui*erior staff may be no- 
minal without being really effe< tivt\ The present method of re- 
cruiting FIuro])eans in tin* Im})erial Bank at a younger age with a 
higher salarv than Indians keeps the latter perpetually subordi- 
nate to their European colleagues. Promotion being by seniority 
of pay and ot servii'e, no Indian <‘an ever hope to be a Managing 
GovernoT' of the Bank. A purely shareholding eentral hank 

^ W Minority Rej^ort of the Indian (Central Ranking Cbininittee. 

•^2 The Hon’ble the Finance Member in introducing the Imperial 
Bank of India Bill in the Imperial Legislative Council stated : '' It 

rteed hardly be said that if a Bank of this sort is to be a success, if 
it is to vday its full part in the development of the country, it must 
have its roots in the soil ; an exotic will never bear fruits we look 
for. . . Our hope, therefore, is that the new Bank will grow up to be a 
really national institution. I must here repudiate in the strongest pos 
sible ternm, suggestio that have been made in some quarters that 
the object of the scheme is U) preserve a European monopoly. , , , 
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would, it is apprelieuded, l)e open to all the limitations of tho 
Im])erial Hank as it now is. In any cme, it is difficult to appre- 
ciate the wisdom of setting up a new bank with the glorified name 
of the lieserve Hank of India if in its working and constitution 
it does not inspire more <'Oiifidence in the mind of the Indian 
j>(»o])le than the Imjierial Bank of India. 


Will State Ownership be More Effeotive? 

It is believed by many Indians that State ownership nould 
lead to a real Indianisation of the central bank, which, as we have 
seej», is the only method of removing their doubts and misgiv- 
ings. They argue that the Government cannot secure such 
Indianisation i]i a shareholders’ undertaking, and cite the case of 
Indian llailways. It is said that there was some im])rovement in 
this respect, when the railways came to be owned by the Stat(% 
even though they continued to be managed by com])aines. In 
railways under State management, the Indianisation of the suj>,erior 
staff has l)een much less unsatisfactory to Indian opinion. it 
must however Ik> borne in mind that unlike a railway, a central 
hank (?aniK>t he directly managed by the State in India. Nor can 
any })ractical vscheme for State ownership coupled with private 
management l>e suggested, avS in the case of Indian Railways. Ob- 
viously, the State cannot find the entire capital and assume T*es- 
])onsibility for the liabilities of the bank, without a dominating 
voi(‘e in the management. This latter, even if practicable, would 
Iw almost fatal to the proper working of a central bank. "WHiat- 
ever may l>e the mm in Bolshevik Biis.sia, in any country where 
private ownership of property and freedom of contract are the 
very foundations of the economic structure, it is impossible to 
conceive of a living central Imnk only as a department of the 
State. A purely State^owned institution would thus be no real 
solution; and as we have before^ the experience of a purely 
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ishdreholding: bank like the Imperial Bank of India has not been 
vsucli to itinpire any enthusiasm in the country 

The Need for Flexibility. 

It would thus apiiear- that the only alternative in India is a 
mixed type. It is difficult however to lay down rigid rules with 
regard to the proportion of shares to Ix^ held by the State and the 
public, in the absence of any (dear notion as to what form the 
future (jovernment of India will assume. For the same reason, it 
is difficult to ])rescrihe what i>roportion of non-State shares should 
bc' held by private individuals and by corporate bodiivs respixdive- 
ly. The inidhod of (dection of dircxdors and their control can also 
he ])rotitably discussed only when the powers of the new legislaturt* 
and the new executive are fully known. For, obviously, if the 
future (lovernment is. effectively controlled by Indian ]>iibli(* opi- 
nion, State partici})ation in ownershif) in addition to State control, 
of wlii(‘h so much is now madt' may lose some of its force. 

The Need for Caution. 

It is thend'ore surjirising that the Government of India in its 
Desiratch on Constitational Re-forms, recommended the establish- 
nnuit of the Reserve Bank before the transference of responsibility. 
In any case as the Government has itself admitted, a period of 
falling juices is inopiiortune for the setting iij) of the Reserve 
Bank. Since then, the e<*onomie situation of the country has de- 
teriorated still further. Not only has the fall of prices been catas- 
troj)hic, but India is now off the gold ^standard with her reserv(‘s 
sadly dej)let(xi. The establishment of the Reserve Bank must theri'- 
fore be deferred till more propitious times. In our Iiaste and 

A» stated by Mr. Philip Snowden (now Viscount Snowden) whefi 
he was the Chancellor of the Exchequer : The constitution of a Cen 

trai Bank should be such as to give the public confidence in its devo- 
tion to the interests of country.*^ Oapital/' January 3, 1929. 
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iiupatiejice let \is not overlook the tlifficultieK that siand in 
way. We share with the F.8.A. the fluctuations inherent in the 
eeonojnic systein of a bij*' agricultural country^ which are intensi- 
fied in our case, as the ex|)oii:s (^msist of a few articles siibject 
to great variations in prices. Our difficulties are greater for other 
reasons also. For one thing, the bill market has not yet betui 
developed. For another, we have a country where a considerable 
volume of indigenous banking lies outsid^^ the pale of organised 
banking so as to render the control of credit by the central bank 
iroie difficult. Al)ove all, it should not l)e overlooked that India 
is a debtor country. When she returns to an international stand- 
ard, the maintenauci* of her parity with tin* standard, mu«st be 
more difliculi than if she were a creditor nation. For it is easier 
in times of diHicidiy tor a creditor country to restrict her foreign 
loans than foi* a debtor (‘ountry to meet her foreign obligations. 
The Indian central l>ank must thendore be launched only after 
the accumuljition of sufficitmtly high reserves. Its ^siKcess will 
de]>end as much on its ability to meet these difficulties as on its 
( onstitution. One reason for preferring the mixed type is its 
flexibility and adaj)tability ’lo meet new develoj:)ment«. Its ability 
to do so can alone win for it the (confidence of Indians and the 
respect of the outside world. 


For instance of the total export trade during 1930-31, raw cotton 
formed 21 9 per cent, jute (raw and manufactured) 20- 30 per cent, grain, 
pulse and flour 18 55 per cent, tea 1<1.68 per cent, and seeds OdO per cent. 
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In the great majority of the Indirstrial Countries, adequate 
machinery for the conciliation and arbitration of collective labour 
disputes has been established, such machinery being an essential 
part of the social and administrative equipment of the Modern 
Industrial State. It is a necessary adjunct of Industry where the 
personal bond between the employer and employee has been com- 
pletely shattered. 

Various experiments have Ix^en tried and are still being tried 
in different countries, in order to promote the amicable settle- 
ment of differences between rax)ital and T/abour and to minimise 
industrial disputes. 

Though important changes in the machinery of conciliation 
and arbitration have been made to-day by some thirtv countries, 
no country yet feels that if has found a perfect system, and in 
spite of all effortvS for amicable settlement there has not been any 
marked decrease in the number of industrial disputes in any 
country. In Great Britain, it is calculated that in five years (1919 
— ^1923) the number of working-days lost per annum per thousand 
of population was two and a half times greater than in the five 
years before the war between 1909 and 1913 and something like 
nine times greater than during 1904 — ^1908. Therefore the prob- 
lem is to find not a machinery for negotiation and arbitration but 
some effective means for the prevention of strikes and lock-outs. 
Industrial disputes are the symptoms of a disease rather than the 
disease itself. Conciliation and arbitration attack the symptoms. 

F. 8 
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No wonder then that the symptoms should re-appear so long as 
the disease is not cured. Therefore to have an effective means for 
the prevention of industrial disputes, note should be taken of their 
root-causes which are economic and psychological in character. It 
should be noted however, that the economic factor presents great 
difficulty, for no machinery, however well devised, can adequately 
adjust the economic problems involved in a shortage of market 
and a fall of trade which in turn lead to a rise of unemployment 
and reduction of wages. From this it is not essential to con- 
clude that the scope of oonciliation and arbitration is limited, but 
on the contrary such problems can be faced more effectively 
through such machinery. This psychological aspect of the prob- 
lem is more important, for the initial step towards prevention and 
settlement of labour disputes is to get the parties to meet to- 
gether, for, if this happens, the points at issue can be discussed 
and amicable settlement can be brought about. It is this getting 
of the parties together that is most important and if this is 
achieved and if there is adequate machinery, then there should be 
means through which economic and other problems can be discussed. 

Methods of conciliation and arbitration may be governmental, 
non-governmental, or quasi-governmental in their origin, In Great 
Britain these three methods ai'e in existence. In the ship-building 
industry, machinery was set up te discuss the problem in the 
industries and to reach an amicable settlement of disputes, and 
this was not set up by the government, but by the parties them- 
selves. Secondly, governmental measures for optional concilia- 
tion and arbitration and for enquiry are contained in the Ooncilia- 
tion Act of 1896 and the Industrial Courts Act, 1919. Two types 
of quasi-governmental machinery exist in Great Britain to-day, 
namely, Trade Boards and the machinery for conciliation and arbi- 
tration in Railways which rests on a clause inserted in the Railway 
Act of 1921 at the express wish of both parties. Non-govem- 
rnental or quasi-governmental machineries have their own value for 
they can change and adjust aGcording to the need of the partioulftf 
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industry; but on th© whole, from general experience in various 
countiies, it would seem that governmental machineries are usual- 
ly the most appropriate and have greater permanence and ])restig©, 
and as a broad generalisation, it may be said that the most and 
best government can do is to set up appropriate machineiy for 
dealing with industrial disputes generally, and for the rest, to 
help the various industries as tactfully as p<xssible to deal with 
their own problems in their own way/' There are various types 
of conciliations which may be divided into two varietievs «uch as 
(i) Optional Oonciliation, (ii) C^)nij)ulsoi'y Oonciliatioii . Optional 
Conciliation may be subdivided into what might be termed 
(a) Passive Conciliation, (1>) Active Conciliation, (c) OonciliatioJi 
with coercive power. Passive Coin illation consists in ihe setting 
up of machinery, but the option of jdacing the differences is left 
to the parties and if they decide to bring the qxiestion in dispute 
to settle through the machinery they can do so or else they can 
decide not to have recourse to the machinery at all. The whole 
thing is left to the will and pleasure of the parties concerned, 
whereas in Active Conciliation, which exists at present in many 
countries, the professional conciliators such as officials of the 
Ministry of Ijabour, whenever they find there are diff(>re-ncef; be- 
tween the parties, go and influence them to use the conciliatory 
machinery existing in the industries and facilitate to the best of 
their ability towards a peaceful settlement. Oonciliation with 
Ooeroive Power is a different thing altogether, for by it parties 
are obliged to meet a Government Conciliator when he summons 
them, and he has power to ask for documents and other papers. 
This method only compels the parties to meet and settle if pos- 
sible the disputes betw^een them. 

Arbitration is too often resorted to only after conciliation has 
proved to be a failure. Arbitration is the process of calling in a 
third party to decide on the rights and wrongs of a case concern- 
ing which the parties disputing cannot agree. The essential 
feature of arbitration as a means of determining the conditions of 
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employment is that the decision is not the will of either party 
or the outcome of negotiation between them, but the fiat *of an 
umpire or arbitrator/’ An arbitrator sits as a judge and after 
hearing the whole case issues an award. This method has itvS 
own advantages and disadvantages for the award is not obligatory 
on either of the parties, and generally the decision of the arbi- 
trator is fairly certain to be displeasing to one side if not unsatis- 
factory to both. And even when the settlement is accepted by 
both sides there is generally a tendency for either party to feel 
that its case was harshly treated. But an arbitration award has 
the advantage of avoiding a dispute for the time being and thus 
giving time for the growth of a more conciliatory spirit t)n both 
sides. 

Again if the point in dispute is only a question of fact, the 
truth of which is ascertainable, then arbitration is perfectly satis- 
factory, as for example in an industry where the ])rin(ip]e of a 
sliding scale has been iniitually agreed upon and only the fact of a 
rise in price is in dispute. Arbitration on that point by an im- 
partial person is the best method jrossible, but here it should be 
noted that arbitration is merely subsidiary to conciliation. 

The reason for the unsatisfactory nature of arbitration is very 
simple for each of the parties rests its case on a distinct eco- 
nomic assumption, or even a series of assumptions, not acc6q)ted 

* 

by tbe other side, and not expressly stated,” and a decision 
by an outsider is fairly certain to be displeasing to one side or 
other, and even when accepted by both sides, it is not likely to be 
of long duration. Further tbe general weakness of arbitration in 
all such cases is that it really has no definite principles to apply 
and it only splits the differences as far as possible between the 
contending parties. 

' ‘ Conciliation ” is far superior in settling industrial disputes, 
for the strength of agreement arrived at by conciliation lies in the 
fact that it is arrived at voluntarily on both sides for the fulfil- 
lment of the agreeraent in spirit as well as in letter. 
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Italy (Italian Act of 3rd April, 1926), Belgium (New Hoyal 
Order, 1926), Norway (The Compulsory Arbitration Act, 19199, 
New Zealand and Australia have all introduced some sort of com- 
pulsory methods in bringing about industrial peace. In (lerinany 
also much pioneer work has been done in this sphere and t!ie 
Whimer Constitution (Article 165) provides for the establishment 
of regional Workeivs’ Councils, regional Economic Councils, a 
Federal Workers’ Council and in the end a Federal Fconomi(^ 
Council. ‘‘ In this gigantic all-German Trust,’’ says Mr. Farn- 
ham, Germany has crystallised the tendencies of the iudastrial 
world for the i)a8t decade' — the destruction of the ruinous com- 
petition, the consolidation for efliciency of operation, workme Ts 
rt>presentation in management.” These new Conn oils have not yet 
been given a fair chauce owing to the abnormal political and eco- 
nomic conditions of Germany since 1920, and also owing to the 
hostile attitude of the employers. But once the employers accept 
it as they are now doing and give whole-hearted co-operation and 
support and mutual concession, then the spirit of op.]) 08 ition be- 
tween Tiiabour and Capital will die down and a favourable develo])- 
ment can be expected. 

In Great Britain the Wbitley Onnniittee recommended that In 
each industry there should be set up a National Industrial Councnl 
with the reprevsentatives of the association of employers and of 
the unions concerned and that in each district there should be set 
uj) a District Council for each trade, representative of associations 
in the distrust of employers and unions of employed. They fur- 
ther recommended that in each business there should be a 
Workshop Council or Committee representative of the worker and 
management in that particular business and that the Ministry of 
labour and Board of Trade would act as a unifying principle 
between the National Councils. Further they said that in their 
considered opinion the essential condition of securing perma- 
nent improvement in the relations between employers and work- 
men is that there should be adequate organisation on the part of 
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both employer and work-people. . . . We are oonvincfni, moreover, 
that a permanent improvement in the relation between employers 
and employed must be found — something other than ( ash basis — 
what is wanted is, that the work-people should have a greater oppor- 
tunity of participating in the discussions al>out and adjustment 
of those parts of induBtry by which theiy are most affected.” The 
whole underlying idea in the Whitley Report is “ that the worker 
should have a real voice in determining the conditions of his 
everyday work, and this cannot be secured unless he can speak 
not only on matters affecting his industry as a whole, but also on 
those concerning the particular establishment in which he works.” 
In their SeoxDnd Report they divided industry into large groups 
according to the degree of existing organisation and them modified 
the proposal accordingly. 

On the question of conciliation and arbitration the Com- 
mittee \s conehisions were: 

While we are opposed to any system of compiulsory arbitra- 
tion, we are in favour of an extension of voluntary ma(^hineI7 for 
the adjustment of disputes. Where the parties are unable to ad- 
just their differences, we think that there should be means bv 
which an independent enquiry may be made into the farts 
and circumstances of a dispute, and an authoritative pro- 
nouncement made thereon, though we do not think that there 
should be any compulsory power of delaying strikes and 
lock-outs.” 

To put it briefly the whole aim of the Whitley Report is to 
shape a policy whereby the opposing forcCvS of Labour and Oa|>ital 
can be brought together to co-operate for the good of the industry 
as a whole, to found ” Trade Parliaments/’ representing unions 
of workers and employers. The implication of the Report is the 
unity of aim of labour and capital and the general purpose of the 
proposal is the self-government of industry. 

They also recommended the establishment of a permanent 
tribunal and in accordance with this recommendaticm the 
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Industrial Court Act was passed in 1919, Part 1 of this Act 
dealing’ with Industrial Court, and Part II with Courts of 
Inquiry. 

We have hriefly seen how most of the Iridiistrial countries 
have adopted machinery, voluntary ,or compulsory, to prevent 
and to mitigate the evils of industrial strife; and if India wants 
to advance her industrialisation smoothly, she also sliould take all 
reasonable methods to promote industrial peace. It is desir- 
able that voluntary measures should no longer be delayed in 
India, and except in one or two cases no serious attempt has been 
made till no^v for the establishment of Work Committees. In 
192D the Covernment of India started Joint Committees in their 
presses and such Committees are working in Messrs. Tata at 
Jamshedpur and at the Buckingham and Carnatic Mills at Madras. 

But generally speaking the results achieved have been dis- 
appointing.’^ How’^ever, it should be noted that the instability of 
labour, the migratory character of the workers, and the conse- 
quent temporary interest in conditions, the illiteracy and the lan- 
guage difficulties, all make it very difficult for the successful work- 
ing of Work Committees in India, In spite of this ‘Mt is of 
primary importance that those responsible for management should 
be both able and eager to secure contact as direct as possible be- 
tween themselves and the humblest of their employees.” And 
for this purpotse the principal representative of the management 
must be in sympathy with the idea and determine to do his best 
to tnake the committee a success.” N'othing has been done as 
regards the question of establishiug voluntary conciliation machi- 
nery and it has not been even thought of seriouslT and the Cen- 
tral Government have done nothing up till very recently and no 
legislation on questions of arbitration and conciliation existed. 
However, two important committees in Bengal and Bombay res- 
pectively have examittea these and have made certain recommenda- 
ticm-s. And the authors of the Bombay Report after carefully 
studying the Hituation in Bombay Presidency, admit the superioi*- 
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ity of voluntary negotiation, but they also recommend the forma- 
tion of Industrial Courts of Enquiry to be followed if necessary 
by an Industrial Court of Conciliation. In 1924, the Government 
of India took up the matter and issued a letter (No. L-1078) ask- 
ing all Ijocal Governments to give their opinion regarding legis- 
lation for the investigation and settlement of Ttade Disputes. 
Along with this letter they sent a draft Bill which followed the 
principle of the’^ Canadian Industrial Dispute Investigation Act, 
1907, but nothing was done till 1928 when they introduced a new 
Bill which wm passed and which is commonly known as the 
Trade Disputes Act, 1929. 

The Trade Disputes Act provides for the establishment of two 
different types of tribunals for the investigation and settlement of 
trade disputes, viz., Ooiirts of Enquiry and Boards of Conciliation. 
The object of the Courts of Enquiry, which are ordinarily compos- 
ed of persons having no direct interest in the dispute, will be to 
investigate and report on such questions connected with the dis- 
pute as may he referred to them. The abject of the Boards of 
Conciliation which will ordinarily include representative of the 
partie^s in the dispute will be to secure the settlement of the 
dispute. The Act further provides that persons employed on 
monthly wages in Public Utility services will be liable for im- 
prisonment and a fine for wilful stoppage of work without notice 
in waiting. The Act has been used only on three occasions up till 
the end of 1929. 

TTnfortunately this Act does not provide for any standing 
Industrial Court. The setting up of a standing Arbitration Tribu- 
nal in the form of the Industrial Court in each province would be 
an improvement of the Act, for if any question in dispute which 
could not be properly solved by ai joint committee of Employers 
and Eiintdoyees, either of the parties will have facilitv for submit- 
ting itvs case automatically to the Industrial Court. The Industrial 
Court in Great Britain hals worked very successfully, and as Sir 
Harold Morris says, ** it has the advantage of dealing with cases 
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expeditiously and the reports will enlighten the public regarding 
the merits of the particular case.” 

The Courts of Enquiry and the rules of bringing the Courts 
into action should be made more elastic than provided by the 
Act; for in such an enquiry the whole position of the industry is 
reviewed and especially the particular cause in question and thus 
by their report, the public and others have an idea of the whole 
situation. These reports and discussions would be far more use- 
ful if, as Prof. Henry Olay say^s, in all rej^orts of sucb enquiry 
statistical analysis of the position of the industry ' ’ is included, 
and, as Arthur Pugh says, the purpose might be more profitably 
and successfully prosecuted by calling into existence a permanent 
national organisation of an authoritative, objective and impartial 
character, to explore the whole ground of every dispute, with the 
single intention of eliciting all relevant information regarding the 
issue and of making re<'ommendations for dealing with it.” 

Such a permanent body in each province would be very useful 
for, Avhenever a party fails to come to ai settlement, tbe matter can 
be referred to this organisation, and its decision, after all the facts 
before it, would inevitably be of great weight to both the parties 
and the public. 

Apart from this, owing to the illiteracy of the workmen, ex- 
travagant claims are put forward after the strike has begun, and 
also strikes often occur without notice and without any clearly 
defined grievances. Under the circumstances, at least for some 
time to come, powetvS should be given to these provincial Oourts 
of Enquiry to intervene whenever there is trouble in an industry 
and it should be made a law that no lock-out or strike should 
take place before the Board’s report is published. It may be 
argued that this suggestion is compulsory arbitration in disguise, 
but such criticism is not correct, for it only endeavours to post- 
pone a stoppage of work for a brief period and does not destroy the 
right of employers or work-people to terminate contracts. It 
gives tiine for necessary amendments and changes in the agree- 

W. 4 
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mente before eiiteriiig upon a strike, and it legalisea tke interler-. 
ence of the community and allows it to know ail the points of a: 
dispute which may affect it by allowing a Government Depart- 
ment to investigate the matter. Thus it facilitates exhaustive dis- 
cussion and gives the public a correct view of the situation and 
the cause of the dispute. 

Apart from this, each provincial Labour Department should 
have trained conciliators with power to intervene and to help the 
parties when a dispute is threatened, for their intervention would 
have great psychological value. It would not be their business 
to enquire into the merits of the case: as Sydney Webb says: 

They are not called upon to make up their minds whether the 
employers or the workmen were in the right. They had not even 
to choose between the rival economic assumptions on which the 
parties rested their respective cases. But their function is to see 
that the representatives of both sides go on negotiating until an 
agreement or basis was discovered on which it is possible to 
agree.” 

Therefore the great need of the moment is a new outlook an 1 
a new constitution for industry in which the worker may have 
rights similar to those of the employer in order to give vent to 
self-expression. The best hopes lie in bringing workers and em- 
pJoyere together so' that they can deal jointly with the problems 
facing the industry. First of all this idea of bringing workers 
and employers should be started within the works in order to carry 
on the every-day work in induvstry. Hence every means should be 
taken to establish Work^^hops Oommittees or Works Oouncils. 
These Works Oouncils are not intended to decide principles or deter- 
mine wages but Workshops Oommittees and Works Oommittees 
can* function on subjects less controversial and subjects that should 
be dealt with at the earliest possible moment. The matters which 
immediately concern the worker ‘should be dealt with promptly, 
for though the grievance is small, it may spread dmcGntent and 
in the end result in industrial dispute. Such Workshops Cbm- 
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niitteefi will bring into closer contact the employer and the employ- 
ed and will benefit both and have educational value. 

Secondly, in order to improve substantially the pi-ospect of 
peace in an industry, permanent Boaids with frequent joint meet»- 
ings, to discuss all the problems connected with the industry 
should be established. Co-operation on all sides will bring about 
harmony and there is an urgent need for closer personal co-opera- 
tion between the heads of industrial concerns and the workers in 
those concerns and, a need for a better system of informing em- 
ployees ill matters which relate to the progress and advancement 
of the particular industries in w^hich they are concerned. Many 
of the troubles in industry to-day are due to misunderstandings 
and lack of appreciation and tolerance of the point of view of the 
other side ; and these obstacles to progress can be considerably 
reduced “ if there were closer contacts between the employer and 
his work-people so that each might be better informed as to the 
needs and difficulties of the other.'* 

In many centres in India, machinery for joint consultation, 
workshops committees, voluntary conciliation machineries could 
be started profitably, which w^ould go far td strengthen the 
better element and to increase that sense of responsibility in 
Trade Unions which so many employers are anxious to develop.’* 
Through co-operation alone, many misunderstandings could be 
removed and in it the hope of industrial peace lies and “ the attempt 
to deal with unrest must begin rather with the creation of an 
atmosphere unfavourable to dispute than with machinery for their 
settlement.** The authors of the Royal Commission on Labour in 
India say that one of the important factors that is at work in 
creating industrial unrest in India is the lack of contact which 
too often exists between employers and employees. They fur- 
ther point out that in practically every centre and every industry 
the lack of contact and understanding is evident and in the interest 
of all concerned we urge that every effort should be made to 
bridge the gulf.** They plead that more attention should be 
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giveu to this ditficult question of human relationship and point 
out that the weakness in this direction has already produced 
serious effects, and the outlook in some of the oentres was menac- 
ing:.” Unless a vigorous effort is made to effect an improve- 
ment the development of large-scale industrial euterprise is likely 
to be difficult and precarious.” 

Therefore it is essential that both employers and employees 
must re^alise that Industrial Eeconstniction can be Undertaken only 
in conjunction with and with the co-operation of both parties. 
They also should recjognise that the common interests that bind 
them are more powerful than the interests which apparently se- 
parate them. Realising that Capital and Labour are both essen- 
tial to production and that they have common interests, every^ 
effort should be made to join hands and work in harmony, ad- 
justing their differences sympathetically and by jyearefiil methods. 

Thus Capital and Labour in industry are interdependent and 
neither of them can do anything without the help of the other. 
Anything which affects either of them is detrimental to industry 
and the reward of all parties concerned can come only through 
full and harmonious co-operation. 



CONFERENCE PROCEEDINGS 


The proceedings of the Conference began by a weleonie address 
by the Vice-Chancellor as Chairman of the Reception Committee, 
and that was followed by an address by His Excellency the 
Governor, declaring the Conference open. 
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Professor T. K. Duraiswamy Aiyar 

Ladies and GhENXi.EMEN, 

me at the outset thank the members of the Economic 
Association for the confidence they have shown in me by electing 
me to preside over their deliberations at this Conference. Indeed 
to a student of any subject nothing counts as much as the appre- 
ciation of fellow-students devoting themselves to the same field of 
study. This Conference is being held at a most momentous time 
since it may be stated without any exaggeration that no past year 
ever witnessed as many epoch-making events in the world of eco- 
nomics as the year that has just passed, 1931. It is indeed a 
happy circumstance that the venue of this yearns Conference is 
Bombay, the premier Industrial City of India. This city has a 
pac’uliar hold on the country since it has been throwiug up from 
time to time businessmen of genius who have given evidence of 
daring originality of conception and patient determination in exe- 
cution. Further to students of Indian Economics the names of 
Ranade, Gokhale and Tata easily occur. Presiding over the last 
Economic Conference held in this City of Bombay in 1984 our dis- 
tinguished countryman Sir M. Visveswarayya made the remark 
that the City was passing through an economic depression. The 
audience before me do not require to be told that the City has 
been aj05icted with tbat depression ever since and recently it has 
become mnch more pronounced. When one reflects on the forti- 
tude shown by this great (Sty through the accumulation of distress 
it has been unfortunate enon^ to pass ihrough during the last 
ten years^^o is fiilled with the hope that in the coming era when 
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the sons of the jsoil will be called upon to shoulder the burden of 
the determination of policy as well as the execution of it, the 
City of Bombay will play a dominant and striking part. 

The year 1931 that has just parsed will beKJome memorable in 
the history of the world for the extreme depths sounded by the 
world depression in trade and England having gone off the gold 
standard. To the student of Indian economics the year that has 
passed since the Conference met at Tiahore has been crowded with 
events of outstanding significance. Eirstly, the economic depree- 
sioii which it was expected would pass away has become more 
widespread and deep-seated since then and India has been affect- 
ed more than most nations, It may well be that on no single 
problem since the creation of the world has so much of brain 
power been concentrated as on the causes of the present depression 
and the measures for remedying it. Secondly, the preliminary 
figures of the census of India came to be known and the large' 
increase in population disclosed by them ha^s been giving food for 
thought to Indian economists and publicists. Thirdly, Sir Arthur 
Salter whom the Government of India invited to report on suitable 
machinery for the satisfactory handling of economic questions 
submitted a valuable report on the project for Economic Advisory 
Councils for India. Eourthly, the Royal Commission on I/iboTir 
submitted itvS unanimous report and the conspectus of industrial 
labour ( onditions in India which the Rcf^iort has furnished has re- 
vealed in a very striking manner the heavy arrears of progress 
that industrial labour has yet to make up before labour conditions 
may be considered satisfactory. Fifthly, the Central Banking 
Enqnirv Committee has submitted a voluminous report, covering 
a wide range of topics with the proper understanding of which is 
bound up the provision of means for promoting agricultural, in- 
dustrial and commercial progress in the country. Sixthly, the 
severe repercussion of the trade depression on the finances of the 
Central and Provincial Governments made them embark on 
measures of retrenchment and fresh taxation to a degr<^ not 



PRESIDENTIAL ADDRESS 


397 


paralleled on any previous occasion in the history of British rule in 
India. Lastly, closely following* the departure of England from 
the gold standard the Indian currency system ceased to be linked 
to gold and became linked to ^sterling. The very enumeration of 
the above events is likely to bring home to everybody the magni- 
tude and significance of current Indian economic problems and the 
burden of responsibility thrown upon those who are directly con- 
cerned in the teaching of E(X)riomic.s and the study and investiga- 
tion of economic problems. Though the Economist has to bt^ 
rooted in economic theory the subject in the study of which he is 
engaged is, in the main, a fruit-yielding one. This circumstance 
imposes considerable responsibility on the economist and the pub- 
lic are led to expe<*t from him guidance in tlie comprehension and 
treatment of the many economic problems that may assume sud- 
denly rather an unexpected complexion. 

It is one of the paradoxes of onr civilisatioi] that ten years 
after the termination of the Great A¥ar of 1914-18 an industrial 
depression of a severe and unprecedented character should have 
overtaken hummiity. Various interpretations have lM?en jdaced on 
Ibis ])henomenon. It has been said that the distress through 
which the world is passing at present ivS nothing bui the travail 
heralding the birth of a more satisfactory economif* organization. 
Some thinkers conceive of this development as a challenge to the 
capitalist system. Others conceive of it as the failure of the gold 
standard. Doubts have been expressed whether capitalism has 
not outlived its period of usefulness. The economic blizzard that 
has been blowing so fiercely all over the world and that has shown 
no signs of abatement in its fury is considered by some io mark 
the death throes of capitalism. Titet us examine the ])rohlein dis- 
passionately. 

What lends point to the situation is that this depression fol- 
lowed in the wake of various attempts to implement what may 
1)0 called an international outlook. With a flourish of trumpets 
the Bank for International Settlements wa^s founded at Basle 
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whirh, it was hoped, would tend to bring about harmony in the 
working of the world exchanges. It was |)ointed out that the 
Young Settlement of the lle])arationB Problem lifted the whole 
(piestion out of tlie morass of politieal inanity into the haven of 
commercial reekoT»ing, The author of the plan Mr. Young deli- 
vered a lecture not long ago w-hich laid stress on the health wdiich 
the settlement brought about in international relations which he 
hoped svould make for the peaceful economit* progress of the world. 
Most. ])art.s of the WMirld neutral as well as belligerent in the wmr 
of 1914-18 have not yet recovered from the depression into whicli 
they were thrown i in P)20. In these circumstances wlien longing 
eyes wu^re being cast on the horizon for discovering any signs of 
trade revival what actually happened w^as a eatastroirhic fall in 
pri(‘es extending over almost the eiitirr^ region of productive acti- 
vity. Economists and busine^ssmen weio almost taken aback by 
the violeii(;e and all-encompassing character of the tornado. It 
ap])eared to the reflective mind an uncalled for g’ratiiitoiis iin 
diction. It almost amounted to the bankru])tcy of human endea- 
vour that producers wdio except in the TTnited States of Aimuica 
have been sutfering for years on account of a very gradual fall 
ot ivriccvs and wlio w^ere anxiously watching for nsigiis of trade re- 
vival should face overwhelming losses on account of a rapid 
landslide in prices. It is true that ecuinomists have for some 
yrnirs Wen pointing out that the accretion to the gold resources 
of the* w^orld wull in future be at a induced rate. This wuirning, 
how ever, was not pressed home since, with the progress of banking 
and the ecjonomy of gold that was becoming widespread, it was 
rightly felt that there wiis no danger of the fabric of world pro- 
(liictioji collapvsing from the inadequacy of gold. At any rate no 
fiivst-rate economist realised that the commercial world came in 
the autumn of 1929 near the brink of a precipice involving a vio- 
lent shock to the whole economic system. All the phases of the 
depression have come under very close and searching examination 
from different points of view'. While realising that many pow^erfnl 
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miiiAs have thtowii li^ht oti the' problem I should like* to edueddutt' 
briefljy my approach to it. 

The opinion is ^’ainino* jL»‘round iliat the ])reseMit de'pressio.n 
]:>resents features of a kirul that can only be ex])laine*<l b\ the fact 
that we are at the end of one epoch of world eeononnc relations 
and at the beginning' cf another. Sucli a conception can .swim 
vividly into our consciousness only in the li^'lit of the liistory of 
economic evolution since, say, the beo'innino* of the Industrial 
Revolution. ITumanitv seems to have reached one o! thost' few 
milestones in the history of economic ])roo“r('ss when the cm tire 
fabric of economic* thou|»hi and pra(*ti(*c' is beinn* s'jbjj'cted to a 
very se*archin<>* examination in an atmosphere of nervous expec- 
tancy. 

We arc* often disp.os(*d io for^ei that tiu* economic organiza- 
tion of life* in its present form is after all only about (SO yc'ars 
old. It is only from aboul tin* middle of the Ifbh (‘('iiii'rv' that 
nuKst industrially advanced cotintiies of modern Fairo] a came* under 
tlie inflinmce of what may be termed the Industrial Revolution 
though England began to undergo that ex})erience a little earlier. 
The country that was the foremost expression of this capital). si 
oi'ganization of society was, for long, (treat Rritain. She was the* 
worksho]) of the world and for yearvS she was not merelv the model 
but also the source of ins])iration of ideas in industry for tht* rc'st 
of the world. Eiiigland was the country whoe the co »soicnous 
features of modern economic organization were finding* tlif'ir 
characteristic expression for a number of years — division of 
labour, application of science to agriculture, industry and tran- 
81 )ort, large-scale production, localisation of industries, urbanisa- 
tion, joint stock organization of production, the application of 
large masses of capital in industry and an organ izcxl money market. 
A remarkable transformation of the world on the economic side 
wjis then witnessed, the moving s]iirit of this transformation being 
England. Till about the end of the 19th century the stage was 
dominated by her. A technique of international economic rela- 
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tioriH had been g‘radually built up ba^ed an a huge export of 
capital from England continuously to different parts of the world. 
One of the features of this technique was the large supply of 
railway material from England to different countries of the world 
which were being opened up and the building up of a strong* mer- 
cantile marine employing steam powder engaged in the conduct of 
trade between different countries. Another feature was the deve- 
lo])ment of a world market for capital and a money market in 
l/HHlon which stood the world in good stead by the efficiency with 
which it financed a large portion of the international trade of the 
world. A third fetuture was the harmonv in interest that was 
built up between what may be termed the fcK)dstu{fs and raw 
materials producing countries and the manufacturing countries of 
the world. It was found by experience that new countries like 
Australia, Canada, the United States of America and India and 
developing countries like Germany required huge mavsses of British 
caj)ital for furnishing themselves with the apparatus of modern 
(H'onomic life — particnlarly the railways — and in return supplied 
England with foodstuffs and raw materials which, in increasing 
quantities, were required by busy manufacturing districts whose 
population increased in numbers not less rapidly than their stan- 
dard oi life. Though in the last decade of the 19th century Eng- 
land was beginning to feel the competition of Germany in the 
industrial field, it may be said that England occupied a position of 
unquestioned supremacy in these respects during the second half of 
tile 19th century. Another feature of the technique that was de- 
veloped during’ the period was the gold standard. It has become 
to such a considerable extent part of our economic life that we 
may not realise that most advanced countries of the world went 
on the gold standard only since ISTO and the now powerful country 
of the United States of America went unequivocally on the gold 
standard only during the last decade of the I9th century. The 
leadership of the economic world throughout the period remained 
with England for a number of reckons. She commanded cheap 
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sources of power, her inventors were busy and lucky, her captains 
of industry showed great resourcefulness and capacity for organi- 
zation and her banking system was an embodiment of efficiency, 
elasticity and vigour. Other nations like Oermany, the United 
States of America and rlapan, which have in the 20tli century 
become her formidable rivals in manufacturing activity, were 
then developing their industrial structures very largely with the 
aid of the capital borrowed from England. In the light of the 
muddle into which the structure of world economic* organization 
lias been thrown recently one is led to think that it was fortunate 
that, during the formative period IHTC^' to IDOO* when the gold 
•standard was being introduced into different couni ries and when 
organised industries were growing in Germany, the United States 
of America and da])an, the leadership of world economic forces 
should have been held by England without a rival leading to 
unity of direction which helped forward the steady and rapid 
economic devt^Io])ment of the world while England herself profited 
largely. This reflection receives considerable reinforcement from 
the circumstance that the period from 1873 to 1H9(> witnessed 
steadily falling prices. Up to the outbreak of the war the line- 
aments of the world economic structure remained more or less 
the same. The competitors of England weie however g’rowing 
in industrial strength. France was becoming an increasingly im- 
])ortant creditor nation, while Germany also was beginning to in- 
vest capital abroad. The self-governing Dominions of England 
were also aspiring for a place in the industrial sun. In spite of 
these rumblings the world economic order was in equilibrium and 
England continued to hold, though with incTeasiug stniin, the 
position of primacy. This was in no small measure due to the 
fact that a great accession of strength accrued to the gold re- 
sources of the world particularly on account of the yield of the 
South African mines which helped to raise the world pricos of 
commodities. Thus at the outbreak of the Great War the capi- 
talist system presented an aspect of formidable strength which, 
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while leiiding^ to a large iiierease in the production of wealth, had 
succeeded in Hecuring for the bulk of the peoi:)le a standard of 
life far higher than what prevailed about the middle of the 19th 
century. On such a world the Great War of 1914 broke. As 
the W’ar drew one important country after another into its vortex, 
the dislocation of the old economic order was increasing in its 
range and intensity. A new alignment of economic forces was 
taking shape. The old channels of international trade in many 
instaiices got blocked u]) and new channels neeesvsitated by the 
needs of the war were cut. The iipbeavals were so tremendous 
that the end of the war witnessed an etMinomic world in a state 
of flux the bearings of which could not be clearly comprebended 
})y the most subtle of men. The uncertain factors in the situa- 
tion were so many and of such incalculable magnitude. No single 
(juestion (mused so much complication and disturbance as the cur- 
rency (juestion. Though great changes had coimv over the magni- 
tude and direction of world trade, though the concf*ption of the 
gold standard itself underwent much modification and though it 
was fcdt that reparations and tariffs complicated the situation, the 
prevailing impression was that the old formula^ that had been 
evolved with reference to economic life till 1914 wmuld be restor- 
ed to their accustomed places and that there would be no funda- 
mental changes in the organi^sation of, economic life. This con- 
viction lay at the ^oot of the large amount qf capital lent on short- 
arid long-terni account to Germany by the United States of 
America and England behveen 1925 and 1928 in the hope that 
Gf^rman effieiency and toughness will create the necessary surpluses 
for meeting reparations payment and her commercial obligations. 
Even the speculative movement on the New York Stock Exchange 
which gathered strength in 1^9 did not shake this self-compla- 
cency. 

Though economic events do not explode dramatically like 
]>olitical events the developments in the economic situation since 
the autumn of 1929 have been marked by a sweep and iiitensity 
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rarely witnessed in IiKstory. A series of events followed the Wall 
Street crash in more or less quick succession whitdi shook the 
faith of thoughtful men and made timm realise that world 
economic relations had entered on a new phase and that the task of 
restoring equilibrium assumed an altered coniplt^xion on account 
of a conjunction of forces and tendencies the import of whic^h had 
previously not been ade(|uately comprehended. Those events were 
in the main the catastrophic fall in the prices of commodities, the 
greater relative fall iii the prices of foodstuffs and raw material 
leading to what has been termed the ‘ barter crisis/ the financial 
straits to which countries like Australia, Argentina and Brazil 
were reduced, the threat of impending (jeiman bankrupitcy and 
tlie crisis in England leading to that great and powerful country 
going oft' the gold standard. That a country with about £4,000 
niillions of capital invested overseas, ^^'ln<•h is the greatest intei*- 
national capital market and tlu^ repository of inucdi of tlu* free 
balances of the world should be driven off the gold standard in a 
time of |;eace even after the formation of a National Gi^vernimMit 
whi(‘li gave unmistakable evidence of its determination to balance 
the budget is an event of such outstanding significance that the cir- 
cumstances which led to it require examination. 

Strange, as it may appear, with reference to the practical 
Engli^shman, it was his absence of realism in regard to the work- 
ing of the gold standard that, in the main, brought about the 
crisis in England, Having worked the gold standard ever since 
its inception in a manner that promoted economic progress through- 
out the world during the period of her unquestioned ascendancy 
in international finance and banking, England did not quite realise 
all the dangers inherent in the working of the gold standard since 
the pound came back to gold parity in 1925. A change had come 
over the proportion of world trade held by different countries. 
Whereas the position of the TTnited States of America in that re- 
spect became stronger, that of England was weaker. In these cir- 
eumstances, having regard to the large accumulation of gold in the 
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United States of America no portion of which she was anxio\Js to 
release and the steadily increasing drain of gold into France since 
the W all Street crisis , Eiuglaaid, which laid great stress on the 
supreme importance of maintaining the gold standard, should have 
displayed a greater sense of her wonted realism. It was rather 
unfortunate that influential organs of public opinion in England 
together with some of her distinguished bankers helped to divert 
attention from the peril inherent in the gold situation as it was 
developing by expatiating on the symptoms of overproduction of 
commodities and the need for the reduction of labour costs. This 
faulty distribution of emphasis did not give the right lead to 
English public opinion. One who looks beneath the surface can 
detect during recent years in England a mild, and, it may be, sup- 
pressed, conflict lietween two schools of thought. One school re- 
presented by some of the great bankers was most emphatic about 
the maintenance of the gold parity of the pound sterling and called 
for a rapid reduction in wages and salaries. This school was im- 
pressed with the supreme necessity for maintaining the impor- 
tance of London as an international financial centre. They did 
not sufficiently realise the clanger to the gold standard arising from 
the growing maldistribution of gold and did not therefore press 
strongly for concerted action on the part of the great central banks 
of the world. This school gave much publicity to a book by a 
French author who criticised the want of adaptability and fliexibi- 
lity of British Industry while France was helping to undermine 
world economy by withdrawing huge quantities of gold from the 
world stock of that metal. The other school of thought was, 
in the main, represented by Professor Keynes, Sir Josiah Stamp 
and some businessmen. They were particular even like the other 
school that the competitive power of the basic industries of Eng- 
land should be restored- This sebooi was aware of the vdirious 
conditions that brought about the instability of the economic 
structure of the world. But they were partieulariy impressed with 
the danger to the capitalistic system involved in the massing of 



PflfiSlDENTIAt AIODHESS 


MB 

increasing quantities of gold in tke United Statens qf Ajnenica and 
iVance. They were apprehensive of the heavy fall of prices which 
may result from this development leading to many countries going 
off the gold standard. They were keen about exploring the 
avenues of international agreement in regard to the basis of credit 
with a view to arresting the fall of prices and reviving confidence. 
They however did not have the same hold on public opinion as 
the other school. It was rather extraordinary that those in Eng- 
land who were very keen on maintaining the gold standard did 
not adequately realise the implications of the steady massing of 
gold in the United States of America and France. Under the gold 
standard it should have served as a danger signal, the import of 
wdiich it is difficult to mistake. To Ureat Britain particularly 
the development was of ominous significance. For she had a 
large amount of capital in goods abroad like Itailways, rubber 
estates, tea gai’dens, oil w^ells, tin and gold mines. Her economy 
is partly based on the prosperity of countries producing raw 
materials and foodstuff’s like Australia, Argentina, Brazil and 
India wffiich a huge fall of prices is likely to place in the category 
of defaulters. Further, England has been increasingly borrowing 
funds on sbort-teim account. Her internal economy has had to 
withstand the inelasticity of wage rates thus placing the indus- 
tries under al great handicap. In these conditions the accumula- 
tion of gold in the United States of America and France should 
have in time shaken England out of her self-complacency, and 
made her withdraw her credits, realise her securities and accu- 
mulate gold. She did nothing of the kind but seemed to have 
believed that she could somehow muddle through to success. 
There was not, one should think, sufficient recognition of the con- 
ditions under which alone the very delicate system of the gold 
standard can work. In the altered conditions of international 
trade and finance since the end of the Great War Eingland did not 
fill the same relative position as she did before. Whereas before 
the war England was the dominant world market for capital and 
F. 6 
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the foremoat oommercial country with the hea^viest forer^ 
trade flourishing under a policy of free trade, since the war coui- 
ditiona had altered. The foreign trade of the United States of 
Ajjne^ica exceeded that of England and tariffs stiff er and more 
widespread governed a larger .proportion of the world trade. 
Whereas before the war the monetary gold of the world was dis- 
persed in circulation among the people of many countries besidefi 
fipiding a place in the central banks, it came to be con centra teo 
in. recent years to the extent of about 70 per cent in the central 
ban^ of two countries only. Having regard to the potentialities 
for instability inherent in the unsatisfactory political relations 
subsisting between France and Germany it was the part of wis- 
dom for England to have adopted a cautious policy of limiting her 
international obligations on short-term account, realising her secu- 
rities and accumulating gold. Any other policy, whatever justi- 
fication it might find in pre-war precedents, was out of accord 
with the requirements of the situation particularly while great 
countries like the United States of America and Fiance were sit- 
ting tight on a huge quantity of gold which was the basis of the 
currency and credit system of the whole world. 

The only development that might have enabled England to 
remain on the gold wstandard was a check to a further fall of 
prices, if not a recovery thereof. The political relations between 
France and Germany gave the finishing touch to an already com- 
plicated situation. With the heavy recall of funds from London 
in an atmosphere of nervousness England had to go off the gold 
standard. 

One need not however deplore the decision of England in view 
of the fact that under the circumstances governing the continued 
maldistribution of gold the maintenance of the gold standard by 
England would have led to the disequilibrium of the balance of 
payments becoming much more pronojapced than ever. The mere 
granting of further credits by France and the United States of 
Anaarica j^ust before September 20, 1901, in the absence, of ai oom+ 
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pjehensive policy regarding the gold sitxiation in relation to* Trotld 
pnce levels would have etnabled England to continue the maintei- 
nance of the gold standard for some time more but would have 
accentuated the unfavourable character of her balance of pay- 
ments. Eor, the continued rise in the value of gold which would 
have supervened would have led to the hardships, from which 
England was suffering, becoming more pronounced. The breaking 
away from the gold standard gave some fillip to industrial pro^ 
duction in England. The feeling of something like fatalism that 
was creeping over England for some time past received a much- 
needed check. The appropriateness of the action of England in 
the circumstances received confirmation in the attitude displayed 
by various other countries in respect of the gold standard. To iis 
in India, a long overdue relief came as a result of the rupee being 
divoi’ced from Is. 6d. gold. 

The important question, however, is the future of the gold 
standard. There are many elements of instability in the present 
situation. The heavy and continued fall in prices has brought 
about the derangement of the international capital market. For, 
the debtor coimtries growing primary products have found them- 
selves unable to stand the strain of the payment of interest on 
capital already borrowed from the lending countries of the world. 
There is, besides, the peculiar position of Germany with a cloud 
6i uncertainty hanging over the reparations questions and her 
short-term obligations. A number of proposals are being made 
with reference to the machinery of currency organisation for the 
future. Bi-metallism is one such remedy proposed. But in the 
absence of harmony between the important countries of the world 
an eloquent exhibition of which is seen in recent events, there is 
no chance for old prejudices breaking down and a new harmony 
developed with reference to the adoption of the proposals for bi- 
metallism. Another suggestion that is made is to organize the 
economic and financial structure of each individual country with 
reference to an index number of prices. This suggestion again 
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cannot meet the requirements of the situation, for the economic 
structure of the world thus far has depended to such a considerahle 
extent upon international trade that the adoption of the proposal 
by individual countries of a scheme of regulation with reference to 
an index number of prices is incompatible with the maintenance of 
international trade on a level that could square with world pros- 
perity. We are therefore thrown back upon the solution repre*- 
sented by the rationalisation of the gold standard. There is no 
doubt that, if only international understanding is secured and a 
genuine peace mind is brought to bear upon the solution of world 
economy, a situation is sure to be developed which will permit of 
all the wheels of international trade running again smoothly with- 
out perpetual dislocation of it by imivossible tariffs and reparation 
payments. Given a will to w^ork out a solution, there is enough 
monetary gold in the world to set the machinery of production 
and distribution running again so that continued prosperity is 
achieved. In this connection one feels that a strong permanent 
committee of economic and financial experts of very high stand- 
ing well known for their freedom from obsession of militantly 
nationalistic outlook and regard for general prosperity and drawn 
from important countries of the world is urgently called for so 
that proposals of a very authoritative and reasonable character 
may be made with a view to breaking the present depression. 
Until, however, an international solution ia reached it will be sui- 
cidal if proposals are adopted for restoring the gold standard by 
England. It is much better that the temporary inconveniences 
resulting from a fluctuating exchange are endured than a premature 
attempt is made towards the restoration of the gold standard. 

The Banking Problem in India. 

To the student of Indian Banking, considerable material is 
available at present in the shape of the reports of the Central and 
varioua Provincial Banking Enquiry Committees. These reports 
deal with the entire fiold of betaking orgwsation in nil its 
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aspects. Indian opinion had been insisting for a long time on a 
thorough examination of the banking problem in this country and 
it is satisfactory to record that the practical statesman has now 
at his disposal a large number of proposals having for their object 
the equipment in adequate measure of banking facilities. 

The banking structure in India like that of every other coun- 
try is the expression of its social and economic organisation. It 
derives its peculiar complexion from the various aspects of its eco- 
nomic life, among which the following are of particular impor- 
tance, viz., 90 per cent of the population living in rural areas, 73 
per cent being devoted to the pursuit of agriculture, the produc- 
tion per acre perhaps the lowest in the world, the very low stan- 
dard of life and the absence of a keen desire for improvement, ihe 
very low amount of savings in the villages, and the prevalence of 
small-scale production, in agiiciiltiire and industry. 

Taking the condition of the villages, we are struck with the 
absence of savings on the one hand and the absence of any effec- 
tive agency directed to the improving of the conditions of life. 
This explains why the co-operative movement has not made as 
much progress as it might have done. The extent of rural in- 
debtedness has been computed to be about 900 crores. The orga- 
nization of economic life being on the whole mediaeval, the struc- 
ture of banking as applied to rural life reveals characteristics out 
of accord wdth modern conditions. It is the fashion to pillory 
the moneylender who is held responsible for the resourcelessness 
and helplessness of the ryot. It is true that the moneylender 
iii India has not taken the lead in any scheme of amelioration. 
But having regard to the nature of the economic organization in 
the countryside the moneylender admirably fits into it. In the 
absence of savings and the readiness to carry out obligations 
punctually and promptly, the services of the moneylender of the 
type with which we are familiar makes itself felt. The scope for 
raising the structure of credit on solid foundations in the villages 
depends on the spirit that informs the economic organij^ation of 
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life imdergoiag a radical modification. In sncli oTOnt, tliere will 
be acop© for Oo-operativ© Credit Banks and Land Mortgage Banks 
functioning effectively and dealing with the problems of short- 
and long-term credit respectively. The Central Areas Banking 
Enquiry Committee Report points out probably in extenuation 
of the practices of the moneylender that the net rate of interest 
that he gets on his money comes to a very reasonable rate of about 
6 per cent only. If this is true, it only proves how the whole 
system of the credit economy associated with the activities of the 
moneylender is wasteful. It is on a par with the functioning 
of a tax machinery under such conditions that the net amount of 
tax that goes into the treasury is about less than fifty per cent of 
the amount paid by the tax-payer. The only escape from the un- 
satisfactory credit situation of the villages consists in promoting 
the rapid evolution of conditions that would enable the co-operative 
movement to work effectively in different spheres like credit, sale, 
purchase and production. 

The Central Banking Enquiry Committee have ijightly devot- 
ed considerable attention to the part played by the indigenous 
banker and have made various proposals so that he may be of 
much greater service to the interests of commerce and industry. 
One of the important problems of hanking in India is the pro- 
vision of means by which the indigenous banker may be effec- 
tively linked to the central money markets. His importance in 
Indian economy is due to a number of causes ; — ^Firstly, the castes 
to which the indigenoUvS hankers in different parts of the country 
belong have from time immemorial been doing banking service 
for the country and have inherited traditions that have grown 
with the progress of economic conditions in the country. Second- 
ly, in of the prevalence of small-scale production in towns, 
the agency of the indigenous hanker is peculiarly suitable. Third- 
ly, on account of the absence of adequate savings in the medium- 
sised towns, the scope for the creation of commercial joint-stock 
banks is not adequate. He also* does a considerable amoun^t of 






remittance work since he has connections with different parts of 
the country and joint-stock commercial banking has not spread 
widely in the country. He further finances trade, draws hundis 
and discounts them. The financial resources of a very large 
number of indigenous bankers scattered over the country are in 
the aggregate very large and consequently the dependence of this 
class of bankers on the central money market is not very much. 
The Central Banking Enquiry Committee point out that, when the 
Reserve Bank is established, indigenous bankers who fulfill the 
conditions laid down should be treated as member banks with the 
right to have their bills rediscounted by the Reserve Bank. In 
this connection it is not quite clear to what extent the institution 
of the Reserve Bank will add to the bill portfolio of the indigen- 
ous bankers which will make it necessary for them to resort to 
the Reseiwe Bank for rediscounting purposes. Looking into the 
balance vsheet of the Commercial Banks, one finds that among the 
assets of such banks, bills figure only to a very small extent. 
This shows that there are not enough bills available of such satis- 
factory character that the banks care to discount them. One of 
the most important problenivS that call for examination in this con- 
nection is the reason why the structure of industry and trade 
does not admit of a larger number of bills being created. It may 
be that the want of confidence on the part of the Banks in many 
of those who carry on trade and industry in the smaller towns 
explains this lack of the creation of Bills. 

Turning our attention to Commercial Banks, we find that 
whereas the number of towns in India is 2^00, it is only in 339' 
towns in 1928 that we find a bank or branch of a bank or agency 
of a bank. This paucity of banks may be explained by the ab- 
sence of enough savings which might become the subject of 
deposits, the small part played by large-scale production by fairly 
big firms and big retail shops, the extent to which loans are re- 
quired for oonsuanption rather than production and the greater 
elasticity cluiracterising the methods of the indigenous bankers^ 
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A difference of opinion arose between the foreign experts and 
the Central Banking Enquiry Committee in respect of the scope 
for the expansion of banking facilities by the Commercial Banks. 
The foreign experts remarked that the country was not abounding 
with untapped banking possibilities^ On ’the other hand the 
Banking Enquiry Committee referred to the various kinds of evi- 
dence which in their opinion pointed to the large scope that exist- 
ed for the increase in deposits and therefore for the extension of 
the sphere of activity by the Commercial Banks. We, however, 
find that in spite of a little over 100 branches that the Imperial 
Bank opened since its formation, the deposits of the Bank have 
not shown any increase. It is, therefore, obvious that unless ade- 
quate steps are taken to improve the agricultural and industrial 
production, the scope for increased trade and increase in banking 
facilities is not likely to arise. An analysis of the assets of the 
Commercial Banks which discloscts the very high percentage of 
investments in (xovernment Securities shows that the scope 
for financing trade and industry by means of loans and 
advances is rather restricted. This shows that even the availa- 
able bank credit represented by the small amount of deposits with 
the commercial banks is not fully availed of by trade and industry. 

It would have been very helpful if the Banking Enquiry 
Committee had considered at length the question of the suitability 
of branch banking as Contrasted with independent banking with 
reference to the character and the need for banking facilities in 
different parts of the country. One often hears complaints that 
the deposits collected by the branches in particular localities are 
spirited away to the headquarters, the localities concerned bein^ 
thus deprived of funds. The history of banking furnishes illus- 
trations of the good done by independent banking as well as 
branch banking, regard being had to the peculiar conditions of 
different countries and their stages of economic progress. It may 
be a matter for exploration wbether, in view of the difference of 
language between different ^eas, the advisabibty of enlistini^ 
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local pride, talent and interecst and the part medium-sized indus- 
tries will have to play in the economy of India tor a fairly long 
time to come, encouragement should not be given to independent 
banking wherever the conditions seem to l)e i)articiilarly suitable 
tor such development. It may be that this method of advance 
may he fruitful in the matter of enabling the indigenous banker 
to become the Manager of a Joint Stock Bank. The objection that 
such independent banks would have on their bands large funds 
lying idle when the busy season of the locality is over loses its 
forc‘e in view of the fact that, on the establisliment of the Reserve 
Bank, it will be open for the Banks to rediscount their hills and 
thus avoid the accumulation of cash lying idle in slack seasons. 

In view of ihe unsatisfactorv develoi)ment of industries in the 
country, the Banking hiujuiry Committee havt* devoted consider- 
able attention to the (juestion of financing industries. They have 
recommended that Brovineial Industrial Corporations may he start- 
ed ^with (Government aid for the purpose. As for large-scale in- 
dustries like C'otion, Jute, Iron and Steel, etc., one feels that 
})rivate enterprise has been found adeqiuite to finance them. The 
recent financial difti( ill ties of industrial firms are due to the con- 
ditions that affected the raw material and the unsatisflactory 
nature of the markef for finished goods. As for small industries 
which, according to the various Provincial Banking Knqiiiry Com- 
mittee Reports, suffer from lack of a.dec|uate finance, the ques- 
tion arises whether their difficulties are not due to the absence 
of the requisite cajmeity for organising the production of goods 
with' reference to the raw material and the securing of a perma- 
nent and satisfactory market for finished goods. The State may 
devote its attention towards creating conditions under which co- 
operative organisation may be resorted to with a view to the plac- 
ing of such industrial concerns on a satisfactory footing. With 
a scientific system of bounties and tariffs, a spirit of confidence 
may be promoted, which may admit of private enterprise being 
equal to the occasion in the matter of the provision of adeciuate 
P.7 
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fuiariGe for mdustries. The proper orgamsation of curreiicy and 
credit by the Eeserve Baiik to come is likely to red^ice the seasonal 
fluctuations in interest rates with the result that industrial flnance 
will not be hampered by the high interest rates associated with 
the present currency and banking organisation. 

It is rather remarkable that the managing agency system 
which is associated with successful trade and industry in India 
has not turned its attention to the line of merchant banking which 
may be made the basis of an organisation for enabling industries 
to secure funds from the general public. 

The Banking Enquiry Committee have show^ri great enthusiasm 
for the very early establishment of a Baserve Bank. For nothing 
is more striking than the heights to which the bank rate rises 
in India during the busy season. In a scientific Imnking and 
currency organisation, there is absolutely no need in the condi- 
tions in which the trade of India is condiieted in the wholesale 
markets, for the price of money to become very high in the busy 
season. This anomaly becomes all the more glaring since the per- 
centage of the actual metallic portion of the proper currency 
reserve is very much higher than what the statute requires. It 
must be the obligation of the currency authority which in India 
happens to be the Government to finance legitimate trade require- 
ments at reasonable rates of interest by issuing adequate quanti- 
ties of additional currency. This is the onlj method available till 
the Heserve Bank is established. The term ‘ emergency ^ cur- 
rency is not likely to give a correct notion of the purpose for 
which the cuirency is issued. In India, the season during which 
crops are moved annually requires huge quantities of additional 
currency the bulk of which later finds its Tvay back into the cur- 
rency reserve and the cash balances of the banks with the result 
that there is a large qimntity of currency lying idle in the slack 
season with banks which does not earn appreciable interest. 
This derhand for additional currency being a recurring one a 
reasonable forecast of which could be made with reference to the 



PRESIDENTIAL ADDRESS 


415 


estimate of the weight of the different crops to be moved and their 
wholesale prices, means should be found for placing* adequate 
quantities of currency at the disposal of business. It is extra- 
ordinary that the combined wisdom of the Imperial Bank, the 
mighty exchange banks and the Indian joint stock banks has 
thus far not devised a machinery for inducing the Government 
to place the required amount of funds at the disposal of trade at 
reasonable rates of interest, so that the producer of the staples of 
export- trade may get better prices for his commodities and those 
engaged in industry may have the advantage of cheaper money. 
It is true that Government officials in charge of the Currency 
Department may not have the requisite qualifications and may 
not be competeiit to transact what is, in essence, a banking opera- 
tion. It may, further, be urged that the issue of ' emergency ^ 
(Mirrency can only he made against trade bills whicli are not avail-* 
able in the Indian market in sufficient quantity. These two ob- 
jections though of some validity can be overcome. If the loans 
from currency reserve are made in the busy season for a short 
period against Government jmper which the banks in India hold 
in large quantities, say at 0 par cent, it will have a beneficial 
effect on the producer of primary commodities and those engagied 
in trade and industry. Government officials may easily manage 
this business. A total limit of issue by Government may be set 
from year to year having regard to all relevant circumstances, like 
the estimate of the weight of crops to be moved, their prices, the 
presence or absence of speculation and the composition of the 
currency reserve. The sum total so fixed can be rationed among 
all the banks on the basis of the average amount of the loans and 
advances of each bank. At any rate since some considerable time 
may elapse before the Reserve Bank becomes an established fact, 
the ingenuity of the commercial world in close co-operation with 
the Government which is the currency authority must find some 
me^s by which the burden of high interest rates for finanoifig 
legitimiite jseascmal removed, There is, however, 
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at pre«6iit an obstacle in iiie way of any improvement of the kind 
suggested above in view of the high level of the bank rate rendered 
necessary by the very difficult po-sition of international finance 
and Indian exchange. 

Industrial Depression and India. 

It has become a commonplace that the range of the present 
depression is world-wide. It embraces within its sphere rich avS 
well as poor countries, manufacturing as well as agricultural 
countries. It is now oui* task to enquire what the reactions of 
this depression are on our country. Everybody know^s that the 
economic structure of the comitry has been severely shaken by 
it. It remains for us to assess the extent and chaiacter of its 
effect. 

One of the characteristics of this depression has lieeii. that 
agricultural commodities have fallen in price to a larger extent 
than manufactured goods. India being mainly a producer of 
foodvstufls and raw materials it is obvious that the goods which 
she producevs and exportg have fallen in price moi‘e than those 
she imports the bulk of which are manufactured goods. Thus 
imder the conditions of the present dei>ression the terms of inter- 
national exchange are against our country, sitice for every unit 
of our exports w^e get in return less than the normal amount of 
munufac^tured goods. 

I vet us see w^hy agricultural commodities have fallen in price 
so heavily. It has been remarked that rationalisation has been 
applied so largely to agriculture recently that the markets of the 
world have l>een glutted and prices have* fallen catastrophicaHy. 
In this connection the backw^ardness of India makes the position 
particmlarly serious. Whereas avs a result of improvements in 
production every unit of labour elsewhere applied to the produc- 
tion of agricultural conimodities return in goods, 

there is not the same advantage for India on account primb 
tiv^ eonditioBB of production, Bwt in the matter of prices thei^ 
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18 a Hiiigle world market price for most of the staples. Indian 
g'oods have to .sell therefore at the sanie price as non-Indian goods 
of the same ij[nality. Since tlm achievements of science have 
made the world really small, the inappropriateness of India follow- 
ing backward methods while the rest of the world is advancing 
becomes manifest. Thus the p\easant in the United Provinces and 
the Ihinjab has to sell the wheat he produces at the same price 
at which that of Australia, Argentina and Russia produced under 
(‘onditions of rationalised agriculture has to sell. 

It is a pertinent question to ask why the |)easa.nt should suffer 
if prices of his product fall. There need not be any suffering if 
all Ill's obligations including the goods he buys and his debt burden 
are reduced in ])rice correspondingly. The tiouble is due to the 
fact that depression affects different goods iu ditferent degrws, 
commodities differently from services and leaves untouched con- 
tractual obligations expressed in terms of mom^y. Herein lies the 
difficulty. In the case of the peasant in India almost all the 
maini products of the agricultuiul industry have fallen very heavily 
in price while the taxes he has to pay fixed in terms of rupees have 
remained the same and his debt burden in money remains unalter- 
ed. As regards cost of cultivation it may be said tbat the typical 
peasant brings to bear on the cultivation of his holding the labour 
of his family besides emjiloying the requisite number of lalxiurers 
for necessary operations. The cost of the labour he employs may 
be incurred in kind or money, according to the cro]) and locality 
under reference. The adjustment is readily effected in so far as 
payment is in kind. In respect of payments made in money they 
take time for adjustment but in India since wages show a great 
tendency to correspond to the mmimuin of subsistence particularly 
in agricultural areas the tendency to adjustment to a lower level 
of x>tices does not present great difficulty. As regards the neces- 
sary commodities he purchases, most^ of them like cloth have fallen 
ill price though some other commodities like salt and kerosene oil 
bav© risen, The expressed in rupee.s becomes more burden- 
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Home and when one realise^s that rm‘al indebtedness is 
may have an idea of the distress it involves for the nyot. If we 
compute the interest on debt at about 10 per cent only, the imnual 
charge for interest amounts to about 00 crores of rupeei® nearly 
thrice the land revenue burden. 

Taking the lot of labour with reference to tjte present de^ 
pression it may be said that labourers on the whole gain, since 
their money wages represent more commodities on account of the 
fall in prices. But caution is necessary l>ef ore we jump to con* 
elusions. Though it is true that those labourers who remain in 
full employment at the old money wages do gain, in agri- 
culture as huvs been pointe<l out labourers are paid in kind for 
most operations and where paid in money there is a fairly rapid 
iendency for adjustment to be effected. It should, however, be 
noted that agriculturist labourers do not get employment through- 
out the year and in times of depression optional undertakings like, 
improvements in land, are iK>stponed or reduced to the narrowest 
limits. This involves reduced employment and therefore refhiced 
earnings. 

As for industry the reduced purchasing power of the agricul- 
tural population combined with the fall in the prices of manu- 
factured goods has reduced manufacturing industry to serious 
straits in an atmosphere which has increased the prevailing rates 
of interest. The unemployment figures in India are not available 
and the high figures of unemployment in manufacturing countries 
have not their counterpart in this country. For in a country 
peopled mainly by peasant proprietors economic distress due to 
depression takes the form of a big fall of prices leading to 
agriculture becoming unprofitable during the short period. In 
manufacturing countries, on the other hand, the losaes made 
by entrepreneurs induce them unlike among peasant proprietors 

to restrict jiroduction which leads to visible unemploy^ 
'ment. , , i'"’ ' ; 

Turning next to the reaction depression on ourreney 
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and finance, one feels that the effects have been very harmful. 
While many of the sources of revenue, like customs, income-tax, 
excise, stamps, etc., shrink under conditions of depression the 
expenditure of (toveniment being to a considerable extent contrac- 
tual in character offers a great resistance to retrenchment. It 
may be urged from a theoretical point of view that apart from 
external obligations in gold which become burdensome in kind as 
a result of a fall in prices, depression need not necessarily lead to 
distress provided adjustments of prices, wages and debt burden 
are affected. In the modern money ef^onomy such adjiistniients 
are very difficult for a number of reasons. Many obligations like 
debts are contractual in terms of money. The prices of different 
commodities move down with diffei‘eiit velocities and the price of 
services reacts very slowly to a fall in prices. These elements of 
friction are the causes of distress due to depressions. 

The curren(^y situation in India has undergone a transfru'- 
matioii on account of the depression. The Governmtmts of coun- 
tries like Argentine, and Australia, who produce foodstuffs and 
raw materials, depend on continuous imports of capital and have 
to meet external obligations on account of interest, are in a similar 
position to India. They had to go off the gold .standard. In 
India the Government was very hard put to it in the matter of 
maintaining the exchange value of the rupee. Even as going oft 
the gold istandard in the peculiar CM>nditions of the working of 
that standard recently brought relief to England the divorce from 
gold of the rupee has had a beneficial effect on Indian economy. 
The controversy over the exchange value of the r\ipee has almost 
lost its meaning, now that the pound sterling is depreciated in 
terms of gold. The value of the rupee hovers about only IM. 
gold at present. The real burden of the national debt of India, 
sterling and rupee, has been reduced considerably. The currency 
question throughout the world is in the melting pot and the cur- 
rency system of India even as that of every other country in the 
world is sure to be organised with reference to the economic situ- 
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ation of the eoiintry as a whole thus safeguarding the general and 
permanent interests of the mimtry. 

Eoonomio Reeonatruotian. 

Perhaps no question is of greater moment at the present day 
than the determination of a plan of social and eeonoinic advance 
for the immediate future of our country. That the country \s ee;o- 
nomic condition is grave will he ohvious by a reference to the 
vaiious criteria of economic progress. The main criteria are the 
following agricultural output per acre and per agriculturist ; the 
average peasant holding; fragmentation of holdings, rural indebt- 
edness; the pitch of interest rates; overdiies in the co-openitive 
credit movement ; deposits in primary s(Kneties ; wages of agri- 
cultural labour; wages and housing conditions of industrial 
labour; the part played by organise^l industries; paid-up capital of 
joint stock eompanies; bank deposits; marketing organisation; the 
(omposition of the export trade; the per mpita export and import 
trade; direct indirect taxation; state expenditure on wel- 

fare services; birth and death rates; infantile mortality; average 
duration of life; illiteracy; extent of technical education; and 
middle class unemployment. When attention is directed to the 
alxive a sense of the great distance that we have yet to travel be- 
fore a fair measure of material welfare accrues to our general 
population is borne in upon m. The contrast that our economic 
conditions present to those of the advanced countries of the world 
induces in us a sense of humiliation. Sim‘e the middle of the 
19tk century countries like France, Germany and Japan have wit- 
nessed such rapid economic progress that till recently an increas- 
ing population was being supported on a rising standard of life. 
It ivs a matter for examination why Indian economic progress did 
not run on parallel lines with that of the rest of the w;orld. In 
the first place, India is a continent and the very exteiit the 
area was a factor which may be said to have militated against 
rapid and sustained piogress. Secondly, Indian attitude towards^ 



life ha8 not been marked by a detinive predilection in favour ef 
materia] progress whicli stood in the way of a persisient endeavoni* 
tcnvards improved eonditions of life. Thirdly, the caste organisa- 
tion of society and the marks of a tribal rather than national 
attitude that still persist in some inettsnre, whatever elements of 
real value they may embody, are not helpful towards the organi- 
sation of economic life on modern lines and an increase in tlu* 
piodiiction of wealth. Fourthly, ihe eionomic condition of India 
Indore the Industrial Bevolntion may easily bear coini>arisofr with 
iiie contemporary economir‘ condition of most of tlur advanciMl 
countries of the present day. Indian artisans then commanded 
i\ dexterity arid deftmxss of Hngers almost unoijualled ; and, on the 
\vhob\ a healthy lialame was maintained between agrieultnn\ 
industry, the tine arts, banking and shii»ping. Since the Indus- 
trial Ilevolutioii, however, Indian progress has not been marked 
hy ih(» characteristics that have ma<lc tln^ economic organisation 
and life of Western F/urope, tlu* Fnited Siat(*s of America and 
Japan what they are to-dny. The social and economie organisa- 
tion of the counlrv did not disfilay the elasticity and power of 
ada])tati<)ii whi(‘h was- required by tlu* changiHl conditions ushered 
in by tlu* Industrial llevolution. Fifthly, tlie British rulers of 
liuiia were nurtured in traditions that did not look with favour 
on either state enterjuise or fiscal protection. Thus private ini- 
tiative was, on the whole, a broken reed and the state apart from 
luiilding railways and constructing irrigation works did not push 
forward any Yxisitive schemes of economic amelioration. The 
application of science to agriinrlture and industry which was mak- 
ing rapid strides in the Western world made little headway in 
India. The operation of all these factors has resulted in abouf 
7JI per eerit of the population depending on agriculture, 90 per 
cent living in villages and 1 -2^ m persons only employed in 
organised indtistries. The methods of agriculture practised are 
so primitive and the soil has been rendered so poor that the 
average ontturn of is 9| bushels, perhaps the 



lowoHt in the world; Iiidhuv ecoucmuc life in thus liot marked by 
what may Ih> eoiKsidered the eharact6Ti»tif^ moderii 
the application of science to agriculture and industry, and a fairly 
high Htiuidard of life of the bulk of the people. 

I'he articulate classes in the country haTe during the last 
few yeais heen taking increastMi interest in economic questions. 
The uneinployinejit of the educated middle classes which is casting 
its (lark sbadow.s over the Indian life has inveHted the enquiries 
into economic (|uestions with a new signifi<*ance. The ga|)ing con- 
tiast heiwwn political as[)irations and ef’onomic realities has 
spurred thoughtful minds in the direction of making earnest en- 
deavours towards improving e<*onomic conditioms. The gigtnitie 
(^xjiCi iineiit that is lading carried out by lliissia having for its 
ohJe(*t (he industrialisation of the country by mean« of delilx'rati* 
planning has ( reaied a profoinid iin}>ression on thoughtful minds. 
h!v(‘n in countries whic h have been the (utadels of private initiative 
(h<‘ State is taking upon itself new functions with a vie'w to 
sireugthening the industrial structure and conscious social control 
has been ])laying a progressively increasing and Ixmeficial part. 
'I'he balance of the economic strxudure in India leaves miuA to be 
(lesircHl and Indian ]u)veity is such a stublKun fact that earnc^st 
minds have been set thinking whether a deliberate planning out of 
(he immediate economic fxiture of the country is not of urgtmt 
iiec(\s.sity. Whereas in other parts of the world the production 
of wealth is growing rapidly and a steadily increasing pT‘oportion 
of the national income is devoted to the (H)nsum})tion of comforts 
and luxnric^s, in India, on the other hand, there are not indications 
pointing to an increase in production more than commensurate* 
with the increase in population. In these circumstances it is no 
mati(H' for surprise that public opinion is awakening to the need 
for a conscious economic policy on the part of the State. While 
India is slowly making efforts for emerging fiwn medifleval into 
modern economic conditions political progress in the direction of 
the introduction of democratic in*stitutions h being achieved. A 
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fiurvey of the ecomiinic* (levelopintMit of cjountries like (iermiiny, 
France and Japan indicates that a growth of national solidarity 
went band in hand with and facilitated economic progress. Tlu‘ 
increase in the jModnction of wealth, the growth of ajiplied scienc(‘, 
a rke in the standard of life and the newl for skilled labour were 
among the causes that created the conditions favouring the rise 
of democracy. Thus if may bt* .said that economic progress weni 
rather in front of denuxuacy and stimulated its growth. In India 
we are faced with the jvrospect of laving the foundation s for 
moderni.sing the* ec-onomic organisation of life in an atmosphere^ 
of democratic political in.stitutiiyns. This consideration should 
ludp to (juicken the seu.se of respemsibiVity of the leaders of politi- 
cal parties who should realise that stioggles in the jxditiral arena 
jiught to 1)e conduc ted in such a manner that the sense of natio- 
nality is rapidly jyromoted and the economic* programmc*s that 
may be determined upon in the general iiy tercets of the cMniniry 
should he allowed to Im worked out in the most methodical and 
c‘llicient muuuer. This obligation is all the more of a compelling 
oharactcM sinco the resoiir(*es of the pecqde are limited and sin(*e ta\- 
{»l)jc capacity has idreudy hi»en strainc'd almcrst to the breaking poinl. 

A realisation of the gigantic nature of the problem that con- 
ti’onts the country is essential if support is to lx‘ fortHcMnuing 
for suitable measures towards remedying the situation. It is no 
less than [yroviding elements of decent life for about 350 millions 
cd God’s humanity, one-fifth of the human race. The condition 
precedent for* etionomic* pixjgto.ss is a disstined realisation on the 
part of tlie leaders of the? people that etxmomic* progress is not 
crnly chNsirable hut an urgent and overwhelming necessity. Second- 
ly, theu’e ought to l>e a general conviction that it is possible aiul 
[yiucticahle to adoxd measures and devise courses of action that 
wilFhave the happy result of promotiiig material welfare. Third- 
ly, whatever cimtoins and juractices stand in the way of economic^ 
progreHs ahindd be subjeeted to a close and seavrehing examination 
and }mbKc opinio should be convinced the necessity for strong 
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iiunt^JUras for their abolition. Fourthly V there onghi^^^^to^ 
leadiness to find the requiisite money for caiTying out jKdicde^^ that 
would promote material welfare, due eare however being taken to 
He(‘ure that the governing oon^ideration in the application of such 
money should Ihv efficiemev. Fifthly / an organiBati^^ has to be 
eieated which will l)e entrusted with the work of devising suitable 
nitniHures of economic amelioration. In this connection we are 
happy to jectord that the (government of India recently invited Sir 
A rthu!* Salter of the Ijeague of Nations to report on the organisa- 
tion of E<?onomic Advisory Councils for India. His report was 
published a few months back and deserves thoughtful consideration. 
Ilie pros])erity of nations is so much touiid uj) with the })roper 
solution of complex economic i>rohlem8 that most advan^‘ed coun- 
tries like Imgland, (Germany and France have felt the need for 
such agencies and have made provision for them. A body which 
can take a view of the economic problem as a whole and consider 
it in lelation to other spheres of vsociariife as well as particulai* 
economic. c|uestions is an urgent necessity, if economic inogrc^ss is 
to l>e steadily pursued and waste is to be avoided. In the special 
c'iiciiinstam^es that surround political evolution in India at present, 
the overmastering nee<i for an authoritative and competent body 
charged with the discussion of impcwtant mmomic- questions and 
formulation of suitable measures is obvious, if ewiiomic improve- 
ment is to lie progres^sively achieved without l>eing interfered with 
l>v the play of party ]K>litics. 

Let us sketch briefly some of the main problems that will 
have to be investigated by the proposed Oouncil, Of foremoet 
impoidance is the condition of the agriculturist. Hural indebted- 
ness is now estimated to stand at about 900 crore^i of ^ The 

Terent catastrophic fall in prices has added tremendously to the 
real Inirden of such indebtedness. It acts as deM ^w 
agrixultural production* Though 

operation of mmomic laws may sometimes let looee forces disas- 
trous in theit Operation the case for a fresh 
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relfttion^? of debtors and creditors in our countryside may be of u 
( ompelling’ eharaeter. It sbonld la? one of the first tasks of any 
Economic Advisory Council to take in hand tliis problem, examine 
it in all its Imaiings and suggest suitable and, if necessary, bold 
measures for dealing* with it. 

It may not be out of plaice to point out that the indebtedness 
referred to has grown largely out of social and moral causes which 
re<|uire energetic handling if the peasant is to turn oven* a mnv 
Itnif. Here comes the important'e of devising methods which will 
raise his standard of life. All the available agencies including 
(joveiniuent and leaders of [niblic- opinion must be inferred with au 
(viithusiasm for such a cause. It will be (vne of the foremost tasks 
ot the (Jouiual to devise expedients of different kinds towards 
a<*hieving this end. ^\)n-Ofh( ial Councils will have to bt* orgauis- 
I'd from the village upwards and officials should also be in clost^ 
trssoeiation with them in an advisory (*a|)acity. The execuilivt* 
authoi ities of the district should be iu friendly and active touch 
uith suc h organisations and all the dc'paitmenis of (rovernment 
should take a lively interest in measures of amedioration and licdp 
towards c renting an atmosphere favourable for progress. This 
A\ ill help to form the muc h-ntHMied public opinion in favour of 
juogressivi* ])olicit*s. Methods of procedure should be worked out 
and device's adopted so that the members c^f the village councils 
would take a lividy interest in self-iiuprovemcuit of different kinds, 
display a readiness to tax themselves and maintain a iccord of ihc» 
different aspects of the economic' life of the village bringing it 
np to date. 

Next comes the colossal task of bringing about the applica- 
tion of seieuc'e to agricultural and industrial production. Tin* 
question whether b^gislati is necessary for the purpose of secur- 
ing consolidated holdings re<|uires exainination. The co-o|>erativc‘ 
inovmn^nt is not funedu^^^^ properly on ac<?ount of the al)sencc' 
of the trtit? co-operative spirit. The weak points should be search- 
ed out an^ The movement should be bi*oadened and 
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(]*^<*]HnieiL Tht' adoption of meaHuros with a view to the creation 
of a healthy balaiKH^ belweah agrit iiitnral and iiidii^trial pn>du(dio^B 
in tlnv country should Ix^ one of the pritne tasks of the 
(lonncil. There are vari^jtiKS other questions to be investig-atad 
like the middle (lass uiiemployinent, the balance tetwaem 
kinds and 'Blaj»:e.s of etlucation, the extension of irrigatic)n fucdli 
in the alweme of snfen'iutrds for iniproved methods of (rtiltivation 
b(vnvg adopted, the reactions on economic^ proiQ;:reHH of an increase 
in population, the eioiMiinics of public health/ the iucidenct* and 
distribution of taxation, Central, Provincial and liOcal, (lovern- 
iMcnCs relation to the niouey market, pundiase by tfoveriinient 
of j\nv*at<' railways, the contribution by KHilways to the Treasury, 
State policy in regard to electiical develo])nu‘nt, the creation df 
u'arehonses, the operation of railway rates and the development 
of eanal traffic. 

It may Ih» luged that questions like the above have not been 
neglected thus far and the rejrorts of various Conirnittet\s and 
(^jinmissioiis ap]»oint<ul to investigate arrd report on spe<‘ifi<‘ eco- 
nomic questions attest the earnestness of Government. Th(» weak 
]>oini in the system (Hmsists however in the circumstance that 
tingle is no authoritative and competent Ixrdy to re\new erich ergo- 
nomic problem in relation to other economic problems mid lln‘ 
wliolc sphere of social life. Axrart froiq this there is the dis- 
a <) vantage involved in the fact that a period pf agitation has neees- 
sai'ily to elapse before a Counuittei^ may W apjiointed to deal with 
any (juestion. The treatment thus has a tendency to berome spo- 
radic, fragmentary and im|»erfect. This perhaps explains wbv the 
reports of the various Committees have not been implemented by 
the Government of India. A permanent Imdy with a continuous 
tenure dealing with the economic life of the x)eople as a whole and 
s]>c( ifi( economic (juestiqns, is likely to furnish the requisite 
ordination and continuity of ixjKcy, to awakejr^^a hew sense of re- 
sponsibility on the part of the G<>veminent as well the p 
and to create imeessary traditions. 
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While developing plans for eeoTU)inic reeonstrurtion one 
( ivnnot help reflecting on the diflieulty likely to he experienced in 
sc^etiring the iieceHsary financeN. Tluit it should not he forgotten 
tliat the expenditure incurred in this connect ion is on a par wiih 
that incnrrinl in the reorgaiUHation of a liUHiness which has 
drifted into employing sloppy methods and using ianti- 
(|uated machinery. Only great eai'c should he taken to secure 
lhai llu» inlei’ests of etticiency receive j)aram()unt consideration in 
Ihe matter of the constitution of the Council. Financial .string- 
ency ought not to stand in the way of the organisation of an 
institution with the ]Moi)er functioning of which is bound up the 
rajud (‘X{'ansion of the economic efficienc^y of the people and the 
augmentation ot the sources i>n which public jevennes depend. 

Any avoidable^ elelay iu this respect is likely to have unfor- 
tunate )‘(\snlts. Tin* (Mirnestness of keen men comhined with the 
senses of frustiatlon induced by nnsatisfacdoi y economic condi- 
ti(Uis is jiroclucing a nninhcu* oi fc‘rtil(^ sngge^stions for deveIo)>- 
i!ient on ditTeicuit lines like a five-year plan for education, a rapid 
s( heme ot sanitary improveunent, and State jncvmotion of indus- 
trial hanks. In the' al)sen('e c)f a co-ordinating agenc*v inspiring 
c'onfidenc'e by its efficiency and authoritative character, there Is 
tile dangcM' of the Slate being stamiieded into incurring expendi- 
ture on parti<‘ular schtunes which for lack of development of cor- 
related sedunnes may fail to yield the expected results. Given 
satistactory Fconomic (counc ils, given knowledge, courage, a sense 
ol sacrifice and alrove all a spirit of good-will, the arr‘ea)‘s of eco- 
nomic development that have acc'umulatcd may yet l>e cdeaied up 
in a short pewiod and the' vast population of this land will conu' 
into the jjosse-ssion of a rich life and enjoy material welfare of 
the kind which is open to the population of advanced countries like 
Fngland and Japan. 




EEPORT OF DISCUSSIONS ON PAPERS 

Paper by J. 0. Sinha 

DISCUSSION ON CENTRAL BANK CONSITTUTIONS 

Principal Tannan stated that the question as to the form which a 
Central Bank in a country should take depended very largely upon its 
conditions and it was therefore not right to assume that as the Central 
Banks in certain countries were Shareholders^ Banks the Central Bank 
to be started in India must also have its capital subscribed by share- 
holders or vice versa. 

In any case a Central Bank in a Gold Standard country must have 
gold resources. But where are the gold resources required for the 
Reserve Bank of India'? Since the time the Hilton-Young Commission 
reported gold and gold securities belonging to the Paper Currency 
Reserve and Gold Standard Reserve have gone down. Perhaps, if an 
appeal is made to the fair sex of this country by men like Mahatma 
Gandhi for the loan of a certain amount of gold, it may be possible 
to start at an early date a Reserve Bank in India which is absoluteb'^ 
necessary. 

Prof. Kale said India need not wait indefinitely in the matter of 
a Central Bank. In several countries reserve banks have come upon 
the top of a wave of a democratic and a national movement. A re- 
serve bank must serve general national purposes and must exercise 
national control over the finances of the country as a whole. People 
suspect that the proposed Indian Central Bank may be run in the in- 
terest of non-Indians as the question of safeguards is associated with 
it. It must really be in the interests of the people at large and must, 
for instance, help the co-operative movement. The working of the 
central bank, in short, should be such as would suit the country’s pe- 
culiar conditions. India need not follow the example of any particular 
country, and its constitution and working ought to satisfy the opinion 
and the needs of the public and the Government which it is intended 
to serve. 

Prof. Riwa^jhandra Rau that the constitution of the Central 
Bank tnust be based on environmental conditions of the country. 
If a Central Bank established in India then many of the banking 
difficulties would be solved. Remember that reserve is after all needed 
te pay ihfernatte^^^ indebtedness. For funds you must appeal to the 
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League of Nations or the Bank of International Settlements. The United 
States of America has declined the apjpeal of the Government of India 
for funds; Save not the gold resources and then say we have no gold 
resources for starting a central bank is according to Prof. Eau the 
present policy of the Government of India. As in the case of i^e recent 
lowering of reserve ratio by the Australian Common wealth Bank a 
needed adjustment can be made by the Reserve Bank once it is 
started, 

Prpf. Kapoor remarked there was no objection to having a 
shareholders’ bank. All that was necessary to safeguard was that a 
large majority of the shareholders were Indians. For the rest we 
should depend on our ability to make the pressure of public opinion 
most effective. The present Government is not a responsible one and 
may not be responsive to the public opinion either. It is necessary 
therefore that the bank should not be in any way under any effective 
control or influence of the Government. And that public opinion 
should be at least so strong as to make the Directors responsive to 
the wishes of the shareholders and the shareholders in their turn res- 
ponsive to the wishes of the people. 

Under the new constitution we expect the Government to be a 
responsible one. If that comes about we are expected to make the 
Government amenable to public opinion and Prof. Kapoor did not see 
why we should not also be able to make the directors of the bank 
equally deferential to public opinion. 

Prof. Chablani took exception to the view that the establishment 
of a Central Reserve Bank in India should be postponed, because 
there is insufficient gold in the coffers of the Government of India. 
The gold resources even at the time of Hilton-Young Commission were 
not sufficient for a gold bullion standard. If the gold resources of the 
Indian Government in September 1931 were less than their reserves in 
1925, so were their liabilities arising out of note -circulation and rupee- 
circulation. One of the primary functions of a Central Bank is stabili- 
sation of internal price-level, and at no time was such an institution 
more necessary than now, when India along with many other countries 
was off the gold standard. The Central Bank could avoid seasonal 
fluctuations of exchange by means of its gold resources and external 
credits, and pursue a policy of price stability by means of its control 
over currency and credit, allowing the shock of changes in the external 
price-level to be absorbed by exchange. Prof. Chablani remarked that 
it was no use saying that the case for Central Bank in India was UOW 
less strong than it was in the days of Sir Basil Blackett, for only a 
Central Bank can pursue suc<sessfuliy for any length of time a policy^^ 
of -^FrCe Rupee” with price stability within India; 
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Dr. J. 0. Sinha said that the prices of agricultural goods and raw 
materials had fallen much more than the prices of manufactured pro- 
ducts, Hence it was difficult for a debtor country like India whose 
exports consisted mainly of raw materials and agricultural goods, to 
meet her foreign obligations during the present depression. Reply- 
ing to Mr. Chablani, he observed that a sufficiently high reserve of 
the Central Bank was required, not so much for maintaining the inter- 
nal convertibility of our currency as for meeting our obligations abroad. 
To Dr. Dubey's contention that a smaller reserve was necessary be- 
cause the total value of our foreign trade was now less, Dr. Sinha 
referred to inelastic items like Home Charges and said that the fall 
in the value of exports and imports had certainly not made it easier 
for us to meet our foreign dues. 

Replying to Mr. Ghosh, he said that so long as there was such a 
clash of sectional interests, a bank of the mixed type was the most 
adaptable to our conditions. To Mr. Kapoor^ s plea for a shareholders’ 
bank, he remarked that if the bank was not effectively controlled by 
Indian public opinion, a shareholders’ bank would not inspire more 
confidence in the mind of the Indian people than the present Imperial 
Bank. He agreed with Prof. Kale that the starting of the Central 
Bank might benefit the Indian agriculturist but this did not mean that 
the present time was opportune for starting the bank in spite of the 
numerous difficulties that lay in its way. 

The President said that though the establishment of a Reserve Bank 
may not be necessary for the maintenance of the gold parity of the 
currency in view of the uncertainty surrounding the future of the Gold 
Standard the need for such an institution is great so that the banking 
system of India which is at present marked by waste may be 
nationalised. 



IJT80TTSSI0N ON CAN INDIA BECOME A CREDITOR 
OOFNTRY AND A BOARD OP NATIONAL 
INVESTMENT FOR INDIA? 

I*APKll lit MilnSSRS. B. R. Rau and D. L. DitbKY. 

Prof. Chablani said, there is no evidence given, by Prof. R. Rau, 
of India becoming a creditor country beyond a few facts indicating 
flight of capital, which may be due to the foreign capitalists’ lack of 
confidence, to nervousness of the Indian investor because of political 
conditions, or to heavy taxation imposed in recent years. Prof. Rau’s 
belief that India can become a creditor country rests on the alleged 
“ real increase of money savings,” but this is not supported by the 
facts brought out by the Central Banking Enquiry Committee, which 
show that banking deposits have declined since 1920 and remained 
stationary between 1924 and 1928, gold imports have fallen since 1925, 
and the net issues of Postal Cash Certificates have decreased substan- 
tially since 1925. The position must have changed for the worse since 
the catastrophic fall of prices in 1929 and 1930. The items Nos. 3, 4, 
5, 6 and 7 in Prof. Rau’s first table prove that the bulk of our so-called 
export of capital are payments towards our foreign liabilities. Two 
of the conditions laid down,, by Prof. Rau, viz., successful industrial 
development and the full gold standard regime do not appear to be 
essential to the position of a creditor country, for a country can lend 
by export of raw materials as much as by export of manufactured good 
and gold. Nor can one accept readily Prof. Rau’s suggestion that 
Indians should invest in Asia as there was not much economic security 
in most of the Asiatic countries outside India, 

Prof. S. K. Mur an j an said that a Board of National Investment- — 
as proposed— would divide the control over national investment be- 
tween Government on the one hand and the banking system on the 
other. What is required to-day is a unitary direction of investment 
so as to secure stability of employment and business conditions. This 
may require at times control over investments abroad and investments 
within - whether by a system of licensing flotations or penal taxation 
of incomes from abroad or by appropriate promotion and underwrit- 
ing activity of banks. At times, investment by the State and a conse- 
quent suitable monetary response by the banks may be necessary to 
lift a depression. From all these standpoints, it appears that a State- 
Bank alone can meet the conditions of the case. The case for it be- 
comes overwhelming when the trading and industrial needs of % 
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backward country like India and the need for protection of the ignorant 
and shy investor are taken into account. 

Prof. Ramachandra Rau asked— ^What is the relation between gold 
standard and India becoming a creditor country? It is this. Without 
an able management of the gold standard India will not be a creditor 
country. A gold standard gives us comparative stability of exchanges 
without which external investment of capital cannot take place. India 
must possess constructive capital goods to become a creditor country. 
Hence the needed improvement in the industrial structure of the 
country. 

Again short-term investments will not make India a creditor 
country. The tables Nos. 3, 4, 5 and 6 referred to by Prof, Chablani 
indicate the way in which banks can invest abroad. The tables, more- 
over, indicate the way in which capital inflow atul outflow is taking 
place. They do not merely indicate debtor and creditor relationships 
alone. 



1>ISCUSSI0N ON LAND MOETOAGE BANKS 
Paper by M. K. Munisw amt. 

In Prof. Kale’s opinion the motto to follow in India at present, in 
the matter df Land Mortgage Banks is to ^ hasten slowly.’ Some steps 
have indeed to be taken to redeem the old debts of the cultivators. 
But here we must walk with wary steps as there are difficulties in the 
way of Land Mortgage Banks which must be carefully overcome, and 
these relate specially to the possibilities of the return of the loans in 
time. Long term loans have been granted also for purposes of im- 
X)rovement of land. But the imx^ortant thing even here is to see that 
the loans have been used for the purpose for which they are granted. 
The agricultural class in India is very hungry in more senses than one. 
If cultivators get loans to-day from any quarter they are indifferent as 
to what will happen in the time of their sons or grandsons. If the 
borrower is called upon to repay the loans in his lifetime, then alone 
will he feel a sense of responsibility and use loans imoperly. This is 
one of the arguments for not making the period of the loan too long, 
on the mere analogy of other countries. 

Then again, when land is divided by x)artition among sons and 
grandsons, the income from* it will go down and the hopes originally 
based on the amount of productivity may not be realized. These are 
some of the difficulties which should be taken into consideration in 
fixing the period of loans. 

Princix)al Tannan said that in spite of the apiiarent difficulties in 
the way of the Land Mortgage Banks, he was not wholly pessimistic 
about their success in India. He too, did not think it easy to run 
liand Mortgage Banks successfully but thought that such institutions 
were needed in the best interests of the country. 

It is true that the Agriculturist is ignorant, but the 
question we ask is, should we wait till he is educated ? Can any one 
prefer the farmers to go on paying 30 to 40 x)er cent interest to the 
Moneylenders as against 10 per cent to Land Mortgage Banks? There- 
fore it is desirable that the Land Mortgage Banks should be introduc- 
ed. The farmer must, however, be educated and made to realise that 
the loan he has taken is to be paid back. 

Prof. Chablani said that it was very necessary to realise the 
difficulties in running successfully Lamd Mortgage Banks under the 
existing conditions. In the first place, land mortgage banks run on 
safe lines will have a very limited scope for legitimate business in 
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rural areas of most of the provinces. About 30 to 40 per cent of the 
loans incurred by agriculturists are for seasonal purposes while 10 to 
20 per cent more are for wasteful purposes. No long-term credit is, 
therefore, required for over 50 per cent of the amount V^orrowed. About 
6 to 10 per cent of the total indebtedness of the agriculturists is due 
to loans for purchase of land, which at the present inflated value of 
land yields much less than the most reasonable rate of interest on 
which long-term credit can be available. There is very little demand 
for loans for the improvement of land ; and whatever little demand 
exists, is satisfied b^’^ loans advanced by Government at very low rates 
of interest. Some of the agriculturists are again so heavily indebted 
that they are not in a position to pay interest at even 8 per cent for 
the purpose of redeeming their land. Besides, the moneylender ad 
vances at 6 to 12 per cent rate of interest mortgage loans up to a 
higher proportion of the value of land than Land Mortgage Banks can 
safely do, and the mortgage area in several Tehsils is already mort- 
gaged foi’ a higher amount than any larul mortgage bank can safely 
lend. Apart from this limited field, there are certain difficulties created 
by Acts like the Land Alienation and the Hindu Law of Inheritance, which 
(lcpT‘ive the creditor of a secure security for his loans. Unless these 
laws are amended, it is impossible to work Land Mortgage Banks in 
India. The most im])ortant source of long-period funds in India is the 
growing amount of Insurance Fund, and one does not see why the 
Central Banking Committee has turned down the proposal of one of 
the Provincial Committees to permit a combination of Insurance with 
mortgage loans business in India. 

Mr. R. R. Pawar said the custom-bound individual agriculturist is so 
ignorant of new ways as to make the case for Land Mortgage Banks 
like watering old withered trees and this will continue so long as he 
is not improved. The farmer must be educated on lines suited to his 
mode of life and to his industry. 

Again the method in which revenue is collected must be radically 
chauged according to the needs of the agriculturists. 

Principal J. W. Thomas suggested that the main object should be 
to reduce the burden of indebtedness. In a recent enquiry into the 
conditions prevailing in a new canal colony village in the Punjab, the 
causes of indebtedness were found to be as follows ; Five, litigation 
in one form or another, two, extravagant living, one, to purchase 
cattle, and one, where a man had borrowed money in order to purcbase 
eleven wives. 

Only one of these cases could be regarded as borrowing for pro- 
duction purposes. What would be the use of a Land Mortgage Bank 
to the man who was regularly borrowing for new wives unless for the 
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purpose of mortgaging some of his wives ! He further stated that ther^ 
did seem to be a danger at present in India of students relying too 
much on the experience of other countries. While it was highly de- 
sirable that study should be made of the conditions obtaining in other 
countries, yet it should not be forgotten that the conditions did vary 
in different countries and in any adoption of things that have been 
successful abroad, whether land mortgage banks or anything else, care 
should be taken to see that they conformed to the conditions of India. 

Professor Beri said the competition of Government with the Land 
Mortgage Banks in the Money Market could not, as was alleged, act 
as a hindrance to the development of such Banks. On the other hand, 
Government by conferring their blessings on the Land Mortgage 
Banks by guaranteeing and purchasing the debentures issued by them 
could undoubtedly ensure their success. In view of the strong pre- 
ference in India for investment in land, such debentures, if issued by 
a Provincial Land Mortgage Bank, would be readily purchased by the 
public. 

As Rural debt, estimated at Rs. 900 crores by the Provincial Bank- 
ing Enquiry Committees, was increasing at a high rate, and the cumu- 
lative effect of the standing debt was intensifying the difficulties, delay 
was dangerous and it was quite essential to take immediate steps to 
tackle the problem of old debt redemption. 

A preliminary scrutiny of rural debt by Rural Debt Commissioners 
was quite necessary for the* efficient working of Land Mortgage Banks, 
which should restrict their facilities only to the solvent ryots and land- 
lords. Others should be dealt with under a simple Rural Insolvency 
Act as suggested by the Agricultural Commission. 

Land Mortgage Banks should take some precautions in order to 
prevent a misuse of their funds, say, by paying directly to the Sahukar 
the money due to him on behalf of the borrowing members. 

The adoption of the co-operative organisation was urgently needed 
to make the Land Mortgage Banks a success. 

Dr. Pagar said thus, Mr. President, I hope ray brother Economists 
would not disown their professional brothers engaged in solving prac- 
tical administrative problems. I am grateful to you for giving me this 
opportunity of explaining what we are doing in this line in the premier 
State of Baroda. We had an idea of starting a Land Mortgage Bank 
five years back, but on inquiry it was found that only 10 per cent of 
the farmers possessed the repaying capacity after satisfying their 
current needs. 

We, however, made a beginning by way of liquidating old debts 
of a few members of some of the selected Cooperative Societies, 
through the District Cooperative Banks. Government have lent afe^ut 



kEPO^T OF DISCUSSIONS 


437 

Rs. lacs at 4 per cent to the District Banks who in turn lend to the 
Societies, the members of which receive the money at 6 per cent. The 
District Banks, however, lent these funds for five to seven 
years only and in some cases this period was found to be very short 
and the borrowers seem to have resorted freely to the moneylenders 
for repaying the Bank instalments by creating second 
mortgages. 

Land Mortgage Banks thus may involve the agriculturists more in 
debt than they are now, but still it would be unwise to share the pes- 
simism of some of the previous s])eakers. Information should be 
gathered from all parts of India and then an opinion .should be formed 
upon it. I am of opinion that each Province and State in India should 
organize a Bank on the model of the Credit Foncier of France, which 
would combine long-term leans to Agriculturists as well as to local 
V)odies and industries. 

Professor Kaji was very iloubtful about the success of Laiul Mort 
gage Banks under the |>re8ent conditions in India. When Co-operative 
C'redit Societies had not yet done the great good that was expected of 
them in the eoui se of the last twenty five years, it was very doubtful 
whether land mortgage credit on a co-operative basis would succeed 
in solving the proVdem of rural indebtedness. The whole problem re- 
cently engaged the attention of a Joint Committee of the All-India 
Co-oi)erative Institutes’ Association and the Indian Provincial Co 
operative Banks’ Association and the Committee rightly came to the 
conclusion that it w^as no use embarking on a programme of starting 
Land Mortgage Banks as a solution of the indebtedness of the agri 
culturists. For land improvements, long-term (credit was essential ; 
but for redemption of old debts, he w^as doubtful wJiether the condi- 
tions in rural India were suitable enough. The efficient working of 
Land Mortgage Banks |)iesu])i)osed certain conditions and unless those 
conditions obtained in India, Land Mortgage Banks w^ould be a doubt 
fill proposition. The experience so far in the areas w'here such banks 
W€?re start-ed was not very encouraging. The most important conditions 
were two and they w^ere : (I) Profitable agriculture ; and (2) Intelli- 

gence enough on the part of the agricultuiists to use the credit that 
they would obtain from their credit organisations. The prosperity of 
agriculture in his opinion was bound up, not so much wdih the organi- 
sation of credit institutions, whether for short term or for long term, 
as with an efficient co-operative marketing organisation £md with the 
development of cottage industries and subsidiary occupations. Mere 
credit facilities in the hands of ignorant, illiterate and fatalistic people 
would be rather a curse than a blessing and would increase indebted- 
ness rather than dimmish it. 

r. 10 
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Professor Kaji, therefore, advocated a careful survey of different 
regions and suggested that experiments with Land Mortgage credit 
should be tried only in those areas where the survey showed the exist- 
ence of the essential conditions for success. 

The President said rural indebtedness is so heavy that there are 
apprehensions that the whole agricultural enterprise stands in danger 
of liquidation. It is true that sufficient guidance has not been given 
to the agriculturists in organisation and co-operation. Prof. Kaji does 
not believe in Mortgage Banks and has suggested co-operative market- 
ing organisation as a remedy for the evil. But he should bear in mind 
that to achieve success in this line is more difficult than in working 
successfully Land Mortgage Banks. 



DISCUSSION ON VARIANCE OF IMPI^miAL BANK 
ADVANCES 

PaFKII JJV II. SlMIA. 

Prof. 8. K. Muranjan said this paper was an illustration in statis- 
tical method and as such the absence of a definite economic proposition 
in it made criticism very difficult. Professor Muranjan paid a warm 
tribute to the author for the enormous labour and extreme care with 
which the paper was prepared. 

Table No. 4 makes it clear that stable conditions had beeen reached 
by the year 1924 25. But, unfortunately, England and other countries 
made use of these stable conditions as an aigument for introducing 
into the situation the greatest element of instability — namely, 
stampede into the (iold Standard- with the subsequent disaster known 
to us all. Prof. Muranjan criticised the author for not using the true 
mean for counting the deviations and for not eliminating the cyclical 
trend in matter of fact, for assuming by the use of constant mean that 
there is no such trend. Dr. Sinha, however, differed from this opi- 
nion and held that the new method did not require these sttq^s. 
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Pafkr hy 1>r. Hasan. 

Prof. Muranjiiii pointed out the inconclusiveness of the paper. He 
admitted that the labour turnovei* was unusually high in this counti^y 
but ‘ it is no use,’ he said, ‘ to put the whole blame on the labourer, 
or to mourn over it.’ Huge turnover may be the result of adverse eco- 
nomic conditions and as such a very healthy psychological oi' physio^ 
logical reaction. An analysis, of course, is essential along the follow- 
ing lines. 

Is the turnover concentrated towards week-end? If so, it may be 
due to fatigue the causes of which are legion. Is it sporadic? If so, 
what part of it is due to sickness ? Is it concentrated in particular 
seasons? If so, agricultural needs or climatic conditions, etc., may ex- 
plain it. Is it more pronounced among men or among women ? If in the 
latter, it will be eradicated as easily as women themselves (laughter). 
Is it more marked in the higher as compared with lower ranks? If so, 
it may be due to vocational misfits. Is it more present in heavy or in 
light industries ? This again requires a study of particular industrial 
conditions. Is it more prevalent under one system of wages as against 
another ? If so, we shall have to study not only the ordinary system 
of time-wages and piece-wages, but the more elaborate systems pro 
pounded by Taylor, Hasley, Towne and other cranks, faddists and 
economists (laughter). 

In conclusion, the speaker warned the audience that the labour- 
problem must be cciisidered as a whole in the aggregate and that the 
aid of the expert statistician and the Industrial Psychologist is neces- 
sary before the pedestrian economist can break his discreet silence 
and pronounce hnal judgment. 

Prof. Kapoor complimented the writer by saying that bis aim in 
writing the paper was laudable, but the question was how to bring 
about the effect that he desired? The writer followed the orthodox 
line of argument. Raising the wages does not necessarily improve the 
conditions of labour. The poor people are ignorant and do not realise 
their responsibilities. If wages increased they multiply faster and the 
standard of life, if in any way improved by the increase in wages, 
again relapses in its old position. This is the vicious circle. The only 
way out of it is to teach the labourer to spend his wages properly. 
Education is the only method. Other ways are also suggested though 
they are looked upon with suspicion. 

One such way is to pay the wages not in money but in kind. This 
is called the Truck-system, but it has been tried and found wanting. 
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Another way is the welfare work. The nictives behind it aie, 
however, questioned. The employees feel that this is undertaken to 
keep the wages low. 

The speaker’s own suggestion was a combination of the two with 
special precaution to avoid the defects of both. It was that a part 
of the wages should be paid to the labourers in money and the re- 
mainder to the Trade Unions which should spend them in the interest 
of the individual labourers. The use of the machineiy of the Trade 
Unions avoids the susjiicion against the employers and yet that por 
tion will be spent prudently in the interest of the workmen. By pay- 
ing a part in money the labourers shall have some cash in their hands. 
The Trade Unions might be invited to appoint their own inspectors 
who would pay surprise visits to the factories and as result would 
recommend from among the labourers for special prizes and rewards 
those who ke])t their own clothes clean and were punctual, etc. 

The speaker again nrged the necessity of educating the wcrk- 
|)eople in the art of consumption. Tie did not expect much from the 
work of the charitable people helv>ing labourers in a ])hilanthropic 
spirit. That, he thought encouraged indolence and the habit of de 
pen deuce, etc. 

Dr. Nadei', in the course of his talk on Dr. Hasan’s paper, said that 
the Indian labour was watching how the All-India Economic Conference 
was going to solve the labour problems, and expected not mere aca- 
demic resolutions but some practical contribution, and that Dr. Hasan 
had happily struck the right chord when he suggested that the service 
of practical economics to labour was to give a better human and socml 
life, A higher standard of living,” continued the speaker, necevS 
sarily involved this. A beginning must be made ; and that beginning 
cannot come from labour. Nemo potest dare quod non habet. Labour’s 
present low standard of living drags them to a lower standard. The 
destruction of the poor is their poverty.” The speakei' called on the 
economists, the employers and the favoured class to explore all the 
avenues of what Marshall calls ‘‘ the social possibilities of economic 
chivalry ” and said that it was the only lever theii available to increase 
the real wages of labour and repair the social and national loss incur 
red by their low standard of living, and that a mentally, morally and 
socially uydifted labour could easily adopt the rationalized form of 
expenditure and enter into the happy cycle of prosperity suggested by 
Dr. Hasan. The learned doctor,” continued the speaker, asks us 
not to be degenerated ascetics, but to consume more and more com- 
forts ; but, it does not radically solve the problem of raising the 
standard bf living from labour point of view. More consumption will 
bring more work and undo unemployment; but will it give higher wages 
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and a better standard of living? If not we perpetuate the present low 
standard of living. Why to speak of comforts when millions do not 
get enough to eat? If the favoured few indulge in comforts it will 
increase the contrast of the classes and the masses and aggravate the 
mental agony of the workingman who plods aJl day long in making 
those comforts yet tastes none of them. For heaven’s sake leave 
comforts alone ; if we have given him enough of the necessaries he needs 
we have done much. The speaker deprecated accusations against 
labour and said that ‘‘ Nowhere else, as in India, labour is more sinned 
against than sinning. Our once useful social and economic systems 
have been keeping them in galling fetters long enough. It is time that 
we do justice to them. We are not justified in crying down the reli- 
gious sentiments of the labourers if they do not ally themselves to 
fatalism. Religion is a silver lining in the labour’s dark cloud. It is 
the only consoling factor in the workingman’s hard lot : it makes virtue 
of necessity. It raises his mental, moral and social outlook without 
which economic uplift will have no foundation. The speaker cited 
number of instances of special services that have important economic 
bearing on the raising of labour’s standard of living and concluded with 
a spirited appeal to the Bombay economists to take advantage of the 
opportunities afforded in their premier city and give a lead in it to 
all India. 

Prof. Karve accepted the views of Dr. Narayanaswaniy that force 
was no criterion for the settlement of industrial difTerermes and that 
bodies like conciliation and arbitration boards should be started in 
India to settle and, if possible, to forestall labour disputes. He 
pointed out, however, the necessity of having a well-organised trade 
union movement as a preliminary and as an accompaniment of any 
scheme of industrial conciliation and arbitration. To Dr. Nader’s sug- 
gestion that economists should themselves wotk for labour reform and 
organisation the speaker replied that though individual economists 
may interest themselves in such activities the main responsibility for 
labour organisation lay on the workers who were themselves engaged 
in industries and on those other citizens who had chosen labour reform 
as the field of their public activity. With respect to Dr. Hasan’s con- 
tention that what was immediately needed to improve the lot of the 
Indian worker was an extinction of the malspending of which the latter 
was guilty, and the contrary view of Prof. Rau and others that the 
immediate need was a rise in wages which would, in their opinion, be 
automatically followed by a rise in the standard of life, the speaker 
held that truth lay in a combination of both the views. Higher wages 
must ultimately come out of increased productivity, and it is desirable 
that the efficiency of laltmur should be enhanced both pn account pi 
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higher earning and better spending. He concluded by referring to the 
recent recognition by the International Labour Conference of the need 
of a special study of the problems of Asiatic labour by organising a 
coordinate body known as an Asiatic Labour Conference under the 
auspices of the governments concerned. 

Dr. F. P. Antia remarked that Prof. Rao has already pointed out 
the weakness in Dr. Hasan’s thesis that the wage of the Indian labourer 
has a margin of sufficient width to improve his standard of living jf 
only he spent wisely and forewent his consumption of alcohol. Curi- 
ously enough Dr. Hasan omits to furnish us with any data supporting 
this. In fact the investigations m«ade by the Bombay Labour Office not 
give a flat contradiction to this satement. 63 per cent of 
the family income, it was found, was spent on food supply. Now I 
should like to know, sir, what margin the remaining 34 per cent allows 
for an improvement of the standard of life when shelter and clothing 
have been provided for, even supposing he was converted from his 
wasteful drink habits. This is no more than a convenient camouflage. 
The worker may need tutoring in wise spending, but more imminent- 
ly he needs to be freed from the condition where he has little to spend 
at all. 

The big question is always there. Can industry afford to change 
that condition where he has little to spend ? The same was the prob- 
lem that baffled the classicists in England a century ago. And still it 
was found that with higher wages not only did the worker improve his 
living but industry found itself in an unprecedented state of prosperity. 
In this connection, may T commend to this assembly, sir, that a mini 
mum standard of life for the worker be prescribed by the State by 
means of minimum wage legislation as in Australia. When this mini- 
mum is fixed, we can have a healthier form of competition without 
cutting into the vitals of the worker’s life --‘the more so with world 
standards coming into force with the development of the international 
cult in labour standards, propounded by the International Labour 
Office. 

The President said a mere demand for increased wages cannot 
raise wages since they depend on productivity of labour. A minimum 
wage legislation may not be of much avail in India. The application 
of science to industries, adoption of improved methods, increased skill 
of labourers, etc., are at the back of the progress of labour in other 
countries ; and that is exactly what is wanted in India. 

Further, since industrial labour has strong links with the rural 
areas, the improvement in the conditions of agricultural labour is of 
primary importance in securing better conditions for industrial labour. 



TOWARDS INDUSTRIAL PEAOl^ 

Paper in 1 )r. 1L V. Narayanaswamy. 

Dr. B. V. NarayanaBwami observed that adequate maehinery for 
the conciliation and arbitration of collective labour disputes has been 
established in almost all the countries. Industry has thrived and with 
it have thrived what are called as the trade disputes. Our efforts are 
to be directed to minimise these. There is a tendency in modern 
times to settle these disputes amicably as far as possible. A great 
push is given to this tendency particularly since the Great War. As 
a result, ‘ Committees ’ and such other bodies are appointed in England, 
U. S. A., Germany and such other industrial countries to settle the 
disputes between the employers and the emjyfoyees. Hut such settle 
ment of the disputes is not the only task. There is also a growing 
tendency of consulting the employees through ‘ Works Committees/ 

^ District Councils,’ and such other bodies. 

In India, there exist the ‘ Workshop Committees ’ and allied bodies 
to settle the disputes between the employers and the employees. But 
there is no machinery whereby to consult the employees and gauge 
their views. The speaker pointed out that in modern Industry there 
are three elements, viz., (I) the employer, (2) the employee, and 
(3) the public opinion. By giving a full scope for the expression of the 
views of the first two, a favourable third element may be created. He 
therefore suggested that permanent Courts of Enquiry and Industrial 
Courts should be established by the Government. Both the parties-* 
the employers and the employees, should be given full chance to put 
their case before this Court. This will further impartial justice and 
afford an opportunity for public opinion to exert its influence. 

Secondly there should be ‘ Work Committees ’ appointed from 
amongst the workmen. These committees in conjunction with the em* 
pi oyer s should determine the conditions and limitations to be imposed 
upon the workmen and the general relations between the 
employers and the employees. There is a growing tendency of the 
modern age that everyone should determine himself the conditions and 
limitations to be imposed on him ; and there is no reason why the 
labourer should not have the same right. 

With such improvements as these the trade disputes will almost 
be reduced te nullity and industrial peace shall be secured leading 
to industrial prosperity. 
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INDUSTRIAL FLUUTUATION 

PaIMvR ItY l^KOK. Mi rANJAN. 

In presenting his Paper, Prof. Muranjan with the aid of tables 
contained in it, placed the following issues before the Conference. Is a 
stable price-level desirable as a remedy for the trade cycle ? Taking 
into account the non-rnonetary causes of economic disturbances and 
the interrelations of prices, is a stable price-level practicable ? He 
averred that stability of einployiTient and business conditions and even 
economic progress may conflict with a stability of price level, and more 
so the price-level of one particular class of economic goods. If changes 
in the rate of investment are a true cause of economic disequilibria, 
can mere inanipulaiioris of the bank rate and even open market opera 
tions remedy them ? May it not require a central direction and control 
of the investment activities of banks and issue-houses and even the 
undertaking by the State of extensive public woi'ks ? Would invest- 
ment by the 8tate create during a trade-de])ression tlie necessary im- 
petus and (‘onfidence in the busiriess community or would it be merely 
futile? If changes in the price level are due more to the changes in the 
velocities of circulation and less to the changes in the i*ate of ci’edit 
creation, how far can even these velocities be controlled by the monetary 
aiithorities ? Are velocities largely or wholly a function of the changes 
in the volume of cuirency arul credit or of antecedent causes like in 
vestment, business confidence, etc. ? The concept and the actual work- 
ing of veioeitieH appeared to him to be shrouded in relative mystery. 

Dr. F. P. Antia was in agreement with Prof. Muranjan’s main 
]>oint, though he wished he had developeil it further. If the 8tat(‘ 
collaborates with the businessman in prescribing channels of invest 
ment, we would hear less of industries growing obsolete and millions of 
capital absorbed therein being wasted or lying idle. Nor would we 
have this harrowing phenomenon of a glut of goods in the market on 
the one hand and rank misery for the want of them on the other — 
production being more evenly and deliberativel 3 ’ spread in point of 
time as well as of commodities. What 1 should have liked Prof. Muran 
jan to do would be to define what form this collaboration is to take. 
We could not do better in this connection than look up to systems 
where such association has rendered the economic fabric almost fool- 
proof. In Russia we have this collaboration in its hundred per cent 
strength. Production has been planned out, farm by farm, plant by 
plant, mile by mile of railroad. There is little of friction or discre- 
pancy or waste of effort— for every obstruction likely to arise and to 
impede progress has been provided for. 
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Recently when the world wheat market was so depressed, it was 
suggested that freight charges from the Punjab and the United Pro- 
vinces to ports should be reduced The consequences of bringing the 
distant areas into competition with growing areas nearer to the ports 
and probably driving these latter out of market were not thought of 
because the attention given to the problem was so narrowly one-sided. 
Grave distress again is likely to arise with the nationalisation of our 
agriculture because of the displaceitient of labour. For where are the 
industrial venues open to absorb the surplus from burd- 
ening the soil? A definitely laid-down plan of economic deve- 
lopment can provide for every one of these contingencies and 
cause the minimum strain on the economic system. Then the 
wild flight of fancy m the entrepreneur's imagination cannot send 
production booming at one point, and his psychological dreariness cause 
total stoppage of production at another. To us in India, such planning 
is all the more essential when even such established industrial coun- 
tries as England and America consider its advisability in the most 
conservative business circles. 

Mr. Gadgil directed his remarks chiefly to the fourth section of 
the paper. He confined himself to making certain detailed criticisms 
regarding the statistical material presented in the paper. Among the 
points he raised were the following: (1) statistics of tea and groundnut 
had been omitted from the agricultural production index, (ii) the decline 
of prices had not been uniform over the last ten years and that the 
fall of prices could be said to have been violent only during the last 
two years, (iii) the comparison of the statistics of the years 1911 — ^14 with 
1925 — 28 as presented in the table leads to conclusions regarding trends 
which have been definitely disproved by the statistics of later years, 
(iv) The production plus the imports of pig iron have been taken as 
equivalent to the total consumption of pig iron in India whereas allow- 
ance should have been made for the exports, (v) A number of statistical 
series have been printed whose significance in the study of fluctuations is 
not made clear, (vi) The statement that there has been a considerable 
export of capital from India during the last ten years seems to have no 
basis in fact. The so-called flight of capital has been noticed only very 
recently and is a purely speculative movement. 



DISCUSSION ON THi: FUTURE OF THK (K)LI) STANDARD 
WITH SPECIAL RFFERE.N(® TO INDIA 

pAPKit iJY (/. N. Vakil, 

UiiiverBity Professor of Economics, Bombay, 

Introduotion. 

The (iold Standard has been one of the most important pillars of 
modern civilization. The chief reason why it has obtained this posi- 
tion is that it has been found to be a'^comparatively more stable stan- 
dard in terms of which to measure other things. But when this most 
important characteristic has, as it were, given way on more than one 
occasion, and over certairr long periods, one may begin to doubt the 
efficacy of retaining gold as the standard of value. In spite of these 
difficulties, it is possible that gold may assert itself, because the alter- 
native standards hitherto proposed, however ingenious in themselves, 
require a highly complicated human machinery, difficult both to under- 
stand and to run. Besides its theoretical justification the greatest 
asset to the general accei>tance of a standard of value is the universal 
confidence which it can inspire among the masses of people. Whereas 
gold is able tc^ stand this test of mass approval, standards based on 
index numbers will not command that general acceptance. 

Probable Changes. 

Though gold is thus likely to retain its position as the standard of 
value, the form or the mechanism of Gold Stmidard is likely to undergo 
important changes. The world has been })assing through a Financial 
War, which seems to be about to approach its climax. With the 
problems of reparations and war debts ; with the prevailing maldistri- 
bution of monetary gold ; with tariff barriers and so on, the economic 
life of the West in particular and of the whole world in general has 
been rendered highly artificial. One need not be surprised if this 
Economic War leads to another World War, greater in magnitude than 
the one whose memories are still fresh. But in this land of non-violence, 
we shall hope for the best ; let us assume that the Financial Crisis 
through which the world is passing will end in a peaceful solution. 

The moat important peaceful solution is some form of international 
co-operation for the rehabilitation of the Gold Standard. Among the 
more important measures, the following may be suggested : 

(1) The regulation of the international value of gold by suitable 
co-operation among the Central Banks of the worjd. This 
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will remove undue fluctuatioiiB in the international price- 
level. 

(2) The befcter distribution of monetary gold, by regulating its 
movement. This can be done, if international ])ayment8 are 
made easy, thiough some common clearing house, like the 
Bank of International Settlements. With proper adjust- 
ment such an institution can also be a source of credit to 
the member nations. It will, in effect, be a financial ad- 
junct to the League of Nations. 

(II) Economy in the use of gold by giving uy) the existing system 
which requires certain large gold reserves in the vaults of 
Central Banks. As recommended by the Macmillan Com- 
mittee, this can be done by making the gold reserve in- 
de})endenl of the Note Issue, to be used only for inter- 
national payments. The amount of the Note Issue will then 
be fixed by law, suitable provisions for elasticity and erner 
gency being made. 

Managed International Gold Standard. 

If eo-oyieration on these or similar lines is established, we shall no 
longer have the automatic Gold Btandard ; we shall have instead a 
Managed International Gold Starulard. Though it is diffi(ailt to be 
|)ro))hets in discussing economic tendencies, one may hazard the opi- 
nion that in the neai’ future, there will be on the one hand efforts to 
force such international co-o|)eration ; and on the other, there wdll be 
a struggle among the more }>owerful nations of the world to obtain 
the best possible terms for themselves in the control or management of 
any such stLeine. This unfortunate danger of international co-of)era 
tion degeneiating into the domination of the few poweiful nations of 
the world over the rest will have to be minimised, if the scheme is to 
))rovc successful. 

Bimetallism. 

This pai tieular way of locking at the world monetary problem dis- 
counts the possibility of what is known as bimetallism or the l estora- 
tion of silver as a joint standard of value, along with gold, among the 
monetary systems of the world. Silver has been tried and found wanting 
One may equally well say that gold has been tried and found 
wanting : but the question is of comyiarative stability and of compara- 
tively easy accey)tance by the masses. It is beyond doubt that silver 
is liable to more f)*equent and more violent fiuctuations, and therefore 
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cannot be put aide by side witli gold as a standard of value. It is 
indeed true that the theoretical acceptance of silver on a certain inter- 
nationally fixed ratio with gold, will help the richer countries who de- 
sire to have in practice a Ooid Standard for themselves, leaving the 
less advanced countries to woi-k on the Silver Standard, incidentally 
enabling the silver stocks of the world to be taken up at a profitable 
price. The problem of having a Managed International Gold Standard, 
and the problem of having a inaiuiged international fixed lelation be 
tween gold and silver both these present difficulties, but if a choice 
is ])ve8ented, we should unhesitatingly prefei’ the former to the lattrev. 

Empire Currency. 

Anothei' alternative which has V^een proposed is to have an Empire 
Currency based on the Sterling as the standard of value in the manage- 
ment of which the countries of the Einpi)‘e may have due voice, ft 
may suit tlie vanity of Imjanialists to think of schemes of this charac- 
ter, but how far such .schenies will fit in with the ]*ecfuirements of the 
s(rattei’ed and heterogeneous countries, wliich make u]) the Empire is 
difficult to forecast. Again, such schemes may, if successful, give that 
powerful weight to England in the international financial world which 
it may desire to possess for its own advantage. But if w^e look at, the 
('conomic condition ai]d the economic policy of at least the more im- 
))ortant |)arts of the Empire, as w'ell as the political tendencies wdiich 
cannot be easily ignored in such matters, we shall at once come to 
the conclusion that the successful wo)*king out of a scheme of ajj Em 
])ire Currency, with the sterling as the standard of value, is not likely 
to succeed. 

Sterling Standard in India. 

When we say that we cannot be unaware of the fact that, at least 
ill one im})ortant case, the sterling has been made the standard of 
value beyond the boundaries of the United Kingdom. The forced 
arrangenient by which the rupee is linked to sterling, and is thus 
reduced to the position of a shilling, will be known as a highly in- 
genious viiece of financial strategy wffiich England displayed in the 
Financial war through which the world has been fiassing since the 
Peace of Veisailles. In the international discussions which are pend- 
ing, —the experts will be forced to weigh the respective strength of the 
more important parties ; the financial strength of England in this 
balance will not be that of the Empire ; it will not be that of England 
alone ; but it will be the combined financial strength of England and 
India. The international experts will have to consider, in adjusting 
world forces, the important repercussions which England is able to 
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bring about in the movement of world trade by putting India on the 
Sterling Standard by a stroke of the pen. 

Those who can understand the importance of this move from the 
point of view of England, will at once see how important financial 
safeguards were to the British authorities at the Round Table Con- 
ference. It is easy to confuse the immediate issues with the remote, 
and if we read between the lines, it is not difficult to perceive that 
in the financial discussions relating to India in recent times, the imme 
diate and temporary disadvantages of having a free rupee, have been 
exaggerated ; and the permanent and remote advantages which England 
is having by keeping India on the Sterling Standard have been skil- 
fully concealed. Apart from political issues, the use of India as a 
pawn in the financial game of the world by England, requires condern* 
nation on scientific grounds. It is against all canons of theory and 
practice to relate the unit of vaule of one big country with the fluctuat- 
ing unit of another. 

Conclusions. 

My conclusions are : 

(1) That the future developments in monetary practice will be to 
wards the formation of a Managed International Gold Standard by 
devising a suitable machinery for international co-operation in the 
matter. 

(2) That the restoration of silver as a. joint standard of value is 
neither practicable nor sound, 

(3) That efforts may be made to bring about an Ein})ire Currency 
System based on sterling as the standard of value, but that they are 
not likely to succeed. 

(4) That the linking of the rupee to the sterling or the establish- 
ment of a Sterling Standard of value in India is part of such an Ern- 
))ire scheme ; and that it gives an undoubted advantage to England, 
as we shall see in the near future in international discussions on the 
subject. 

(5) That the time has arrived for India to assert her own right to 
be iui equal partner in the management of the future international Gold 
Standard, and in order to do that, to break away from the Sterling 
Sandard as soon as possible, and adopt a Free Rupee as a transitory 
measure. 

Prof. Oturkar saw no hoi>e of any international co-operation. He 
said that taking the present circumstances into conBideration they bed 
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three alternatives. The first was to wait for the time beiirig and to 
adopt the gold bullion standard. The second was to set it aside and 
adopt an international standard or link Indian currency to an inter- 
national standard. The third was to aim ultimately at a gold standard 
with the transition period of a limping standard as outlined in their 
scheme by Professors Wadia and Joshi. He objected to the first course 
as it lacked the vitality of an automatic standard and allowed Oovern- 
ment to maintain with impunity an arbitrary rate of exchange. The 
second alternative too was out of question as the day was yet far dis- 
tant when international financial operations would cease to be dominat- 
ed by the Imperialists few. He, therefore, was of opinion that the third 
alternative was the more acceptable one. After answering certain 
criticisms against the scheme by Prof. Vakil, he suggested an improve- 
ment in the scheme, viz., that during the transition period, gold notes 
were not to be issued so as to ensure against the depreciation of the 
silver notes in terms of the gold notes. 

Dr. 8inha agreed with Prof. Vakil in the need for some form of 
gold standard backed up by Internationa] co-operation. Of the three 
forms of gold standard, viz., gold currency standard, gold exchange 
standard and gold bullion standard, the first was out of the question 
in view of the need for economy in the use of gold. Currency recon- 
struction from the time of the Genova Conference was along the line 
of the gold exchange standard but this system received a rude shock 
on account of England’s suspension of the gold standard. Countries 
keeping their foreign assets in sterling had suffered on account of its 
depreciation. Hence the only form of gold standard possible was the 
gold bullion standard. If this was to function, the first requisite was 
the restoration of confidence and political stability, without which the 
creditor nations of the world would not be prepared to lend to coun- 
tries suffering from shortage of capital and thus the present maldistri- 
bution of gold would not be remedied. Unless confidence was restor- 
ed, the attempt to transform the Bank of International 
iSettlements into a Super-Central Bank would fail. 

As regards the immediate future, specially with reference to India, 
he discountenanced the idea of a free rupee which would make Indian 
exchange highly unstable. This would hit hard the already hardpress- 
ed cultivator. The bulk of our export bills, he said, was still drawn 
in sterling. Our position was therefore much the same as that of 
countries sending the greater part of their exports to England. Thus 
the Irish Free State sending 92 per cent of its total exports to England 
in 1929, had linked her currency to sterling. Our main advantage 
from the temporary linking of the rupee to sterling would be stability 
of exchange in the great bulk of our export trade. By linking the rupee 
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to sterling as a ieniporary expedient, we would not bind ourselves to 
sterling for ever. Our ultimate aim should be gold bullion standard, 
with a wide difference, say two per cent between the buying and sell- 
ing rates for gold by our Central Bank. This would mean a slight 
departure from the principle of true gold standard but it was neces 
sary, in order to have a stable exchange as well as a relatively stable 
price-level in the short period. 

Prof. Kapoor tracing the causes of the present crisis to (1) scarcity 
of production of gold, and (2) maldistribution of existing stocks of 
gold, said that the former was of little importance. The latter was 
only a symptom of a more deep-rooted cause, viz., lack of confidence 
in the future as well as in other countries. The result was a scramble 
for gold on the part of every country especially France and America. 
But it was only a matter of time when these two countries would begin 
to see the folly of their ways. They followed a policy of economic 
nationalism irrespective of its repercussions on the world at large. If 
all countries had confidence in each other, gold reserves in every one 
of them could be reduced and the volume of fiduciary currency in 
creased without endangering the gold standard in any one of thein. 
Asserting that we were too timid for international co-o])eration, be 
asked why we should follow national policy in such matters when we 
blamed France and the U. S. A. for doing the same thing. Just as 
the introduction of a uniform Indian currency had done India a lot of 
good, the adoption of a uipform world currency would hnve advantage- 
ous results for the world at large. Consequently, therefore, India should 
throw her weight in the balance on the side of international co-opera- 
tion in all such matters as currency, etc. 

Principal Tannan agreed that international co-operation was abso- 
lutely necessary for working the Gold Standard, and thought that the 
Bank of International Settlements might issue some form of inter- 
Jiational paper currency and thus come to the rescue of the debtor 
nations. He did not think it necessary for him to go into the question 
w^hether or not it was right to link the rupee to sterling but pointed 
out the danger of maintaining the rupee at 1/6 sterling as this pseudo- 
stability of the Fxchange might be put forth as an argument for stabi- 
lising the ratio at that level on return of the normal times. 

Prof. Ohablani poined out : 

(1) That in the absence of any attempt to regulate the international 
value of gold, even a rich country like England found the strain of 
sustaining the gold standard unbearable while the economic position 
created in India by linking the rupee with a price-level that was falb 
ing continuously was welbnigh intolerable. 
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(2) That neither the relative price levels in India and the United 
States in September 1931 nor the gold reserves of the Government of 
India as compared to the decreasing liabilities arising cut of the note- 
issue and rupee-circulation justified the alarmist attitude that Govern- 
ment took in September 1931. 

(3) That given stability of prices, the free rupee was as likely to 
fall to 5d. as the pound sterling to the value of the paper on which it 
was printed. 

(4) That it is possible to stabilise the general level of prices in 
India and leave exchange to find its own level without any serious 
damage to the economic position of India. 

(5) That the trade returns for October and November showed no 
stimulating effect on exports as the result of linking the rupee to the 
depreciating sterling. 

(6) That the expansion of Indian currency as the lesiili of stabilis 
ing the rupee in terms of sterling, which had been depreciating in 
terms of dollars “ much more heavily ” than its internal purchasing 
power justified, was likely to prove very embarrassing to Government 
when the gold rate of the sterling is again stabilised in the neighbour 
hood of the normal rate as determined by the purchasing power of 
the sterling and the dollar as it would then necessitate drastic deflation. 

(7) That the proper policy to follow is to determine first roughly 
the approximate price-level which was proper to the circumstances of 
India and then aim at the stabilization of prices, leaving exchange free 
to find its own level. 

(8) That it is not necessary to the success of such a policy to aim 
at exactness as it is cpiite sufficient to allow seasonal fluctuaticns of 
exchange to be regulated by movements of gold and allow exchange 
to absorb the shock of violent changes in the external price levels. 

(9) That the experience of 1917—1925, particularly that of stability 
of prices during 1921 and 1922, showed that such a policy was feasible 
in India. 

Principal Thomas did not understand what exactly hatl been meant 
very often by the terms ‘ India ^ and ^ England’ which had been used 
in the discussion. When speaking for instance, of ‘' England” having 
profited from certain actions, probably, what was meant really, wa.s 
that A certain nymber of financiers had profited and not necessarily 
the country or people as a whole. He asserted that the real root of 
the trouble was an over-dose of econemic nationalism all over the 
world and for that reason he welcomed the turn that the discussion 

F. 12 
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had taken that morning in emphasising the need for international co- 
operation if the cuirency and finance problems of the world were to 
be solved. 

He felt that as a result of attending the Conference in recent years 
it had been impressed on his mind that the predominant factor in 
economic thinking in this country was India. This, and the prevailing 
political conditions in the country did, in his judgment, warj) and 
narrow economic judgment in the country, and for that reason again, 
he was glad that for the first time in his experience of the Conference 
an international note has been struck. According to him the only true 
solution of the problem was to be found in internationalism and the 
sooner this was realised in every country as well as here, the better 
it would be not merely for India but for the whole world. 

Mr. Subba Rao said that the discussion reminded him of Mr. Keynes' 
humorous dictum that people were born of two soi'ts — ^bullionists or 
inflationists. He was gratified to see that the trend of the discussion 
was not so bullionist as he had apprehended. The day of a Cold 
Currency was gone never to return, nor was it a matter for regret or 
apprehension if a certain amount of Gold left India on account of its 
high price. There was, surely, enough gold in India to allow one to 
watch the export with equanimity. The standard of the future was 
a managed Gold Standard, and he believed that it was to the interest 
of India to join any international arrangement to bring about such a 
result. He doubted the wisdom of linking rupee with sterling, and would 
have preferred a floating exchange. The essence of Currency manage- 
ment was regulation of Credit, and if that were done, exchange could 
be allowed to regulate itself. 

The President said that, when Great Britain restored the Gold Stan 
dard in 1925, there was general faith in the Gold Standard. It is easy to 
be prophets after the event. The United Stales of America then held 
huge masses of gold. The late Benjamin Strong giving evidence be- 
fore the Indian Currency Commission said that America held gold in 
trust for the world. It is not therefore fair to say that Great 
Britain should have left the exchange free since no reasonable person 
would have anticipated that great nations would work at cross purposes 
in respect of their attitude towards gold. 

Since the stress on gold parity seems to have failed the world a 
new emphasis will have to be laid on stability of the price-level. But 
unless stability at a level higher than what is ruling now is resorted 
te, injustice will result throwing mechanism of production out of gear. 

The President agreed with Mr. Rao that India required some 
inflation of currency. Since inflation is rather an ugly term we may 
substitute for it ‘expansion.^ 



HEPORT OF DISCUSSIONS 


455 


PRESIDENT'S ()U)SIN(i REMARKS 

Bringing the scBsion to a close, the President expressed his in- 
debt/edness to the members for the way in which they helped him to 
discharge his duties. As regards the work that lay before us, the 
President said that our responsibilities were perhaps much greater 
than those of any other organisation. Politics may indeed engross atten 
tion but Economics must engross equal if not more attention. Our 
great task was to devote our mind to the rationalisation of the whole 
economic organisation of life in ihis country. The colossal nature of 
the task called for an infinite amount of goodwill, patience, hard work 
and sympathetic criticism. 
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AX ACCOT^NT OF 'I’TII’ liE<H]VX 1N<IS OF OAT.TOO PRTNTm<J 
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P. .1. Thomas, M.A.. B.Litt., Ph D.. 

M O'flra s (/ 7f i versity . 

SUMMARY 

Kiiglaiid is io-dav the centre of tlie world's cotton iudii^jtry; 
Lanciishire still continues to be the unrivalled centre of cotton 
manufacture. Yet ttiis su])reniacy of England in cotton industry 
is hardly a (‘entui y old. Before 1771, not a yard of pure cotton- 
cloth wms made in Englanrl, as Eng*lish s])inners could not make 
cotton-yarn strong enough to serve as \var}>. India was then the 
home of cotton mamifaeture and the whole world got its cotton 
(loth from this country. Indc'ed evmi l>efore ArkwrighUs inven- 
tion, English handiemftsmen had learnt b) print calico, if not to 
make it; and not only in England, but also in Holland and 
France, Indian methods of calico-}>rinting were (‘opied and adapt- 
(‘d. This is the siihjet t of the present papier. 

1 The principal courses utilized for this paper are the Board of 
Trade papers preserved in the Public Record Office, and contemporary 
pamphlets in the Goldsmith’s Library and the Bodleian. 


I 





458 


P. J. THOMAS 


Towards the middle of the seventeenth century there was a 
rapid change in the fashions of men^s and women’s clothes in 
England. The good old broadcloth, ^ the glory of England/ liad 
already l>een long discarded; even the finer fabrics of th<^ new 
drapery were fast going out of fashion. The upper classes — and 
indeed the people generally — wanted light and elegant clothing. 
English weavers could not meet this sudden demand, and natural- 
ly foreign stuffs came to be sought. First France and then India 
stepped in to sui)p^y the need, diusi as French wine became a 
‘ modish drink ’ in England at this time, French silks and light 
linens were bought and used in large quantities. (Tliarles II, an 
ai’dent admirer of everything French, encouraged the new fashions 
and patronized this new trade. But the nationalist party appeal- 
ed to the country, and jmrliament, already alarmed at French 
' popery and wooden choes,’ completely prohibited in 1078 the 
importation of the Frenc h stuffs — a reply to Colbert’s arret of 1607 
forbidding the imixyrtation of English cloth into France. 

This gave India the opportunity. The East India Oompany 
alx>ut this time rapidly increased its 'investments,’ and England 
was flooded with the silks and calicoes, the muslins and chintzes 
of India. These commodities were of bettei quality than the 
I’rench stuffs tliey reidac^ed, for India in those days specialized in 
the best kinds of cotton doth. Besides, these Indian goods were 
incredibly cheap because of the low wages obtaining in that coun- 
try. Elegance was thus combined with cheapness; tuid little 
more is needed to make a commodity popular. The result was 
eloquently described in contemporary pamphlet literature. ^ On 
a sudden / says a writer,/’ * we saw all our women, rich and poor, 
cloath’d in Calico, printed and painted, the gayer and the more 
tawdry the better.’ At first, only the poorer people used them, 
' those who could not go to the price of linen and yet were willing 
to imitate the rich.’ But very soon these gaudy Eastern stuffs 

8 A Brief Deduction of the Original Progreee and tmmonee Inoreate 
of Woollen Manufacture (1727), p. 50. 
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(ame to be umd by the hi>her (*.la8se« aw well, ‘ from the ^^eatest 
jrallants to the meanest eookmaids/^ so that according to a satin- 
cal writer it became (Hffi<*n1t for the iH^tter fold ^ to know theii 
wives, from their ehamlxoniaids.' .Another w^ritei eonld not under- 
stand how these ' ordinary, mean and low-priced ’ stuffs could be 
used by ‘ tin* gayest ladies on the <»Teatesi occasions.’ Queen 
Mary herself, the leader of fashion in her day, is said to have 
us(*d Ihcm publicly. \c(*ordiuo- io Dcfor*^ ‘ Her Majesty had a 
fi?n‘ apartjuent (af Hampbm Tointt with a set of lodprin^^s. . . . 
most exquisitely furnislnMl, ]>articularly a fine (hintz bed.’ 

At first, tile Indian ;»'oods had Wen usinl onl\ for beds, 
sireens. han^in^vs, and oth(*r furniture, but lat(*r they wen* 
‘]>ionK)ted’ to tile bodies of m(*n and women. As Defoe satirically 
]Mits it. ‘ the chintz was advanced from Ivin^' noon their floors 
to their backs, from their footcloth to the petticoat Thus, men 
came to use* shirts, ne<k(doths. cuffs, and pocket-handkerchief 
made of Indian calic’o, and this was evmi c alh'd po])ularly by its 
Tamil name, RuTfial. Women used Indian stuffs for headdressets, 
hoods, sleeves, ajirous, oowuis, and ]»etticoats. As for children's 
frocks, they eame to be made of jirinttMl and striped Indian 
eulieoes instf^ad of the grtaui says of old. Afost ])eople used 
Indian socks and stockings, and their dress in^-^owns \vere made 
of cali<o. Tin* invasion of these foreign stuffs can be traced even 
in the pain ti nos ami pctteiy of tbe iieriod.^ 

The enormous extent ami rapidity of the chan<?e incited many 
patriotic w riters to attack the new -fangled fashions. The women - 
fold were assailed in the press ami in pamphlets for their ^ passion 
for their fashions.’ ‘ Their great-g*rundmothers who for orna- 
ment and dress painted their ow’^n bodies would be astonished at 

3 Cary, Coaceraing Eaat ladia Trade (1697). 

^ Quoted in Lenygon, Oecoratioa ia Eaglaad, 1660 — 1770, p. 215. 

5 Weekly lleview» 31st January, 1708. 

6 Birdwood, The Arte of ladia ae illaetrated by the l^rlaee of Walee'e 
Ooileotioa, p. 80, 
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the Calico-pictH, their (le4»eiierute childrei), aad fly from their own 
offispriiig^ ‘ Lite (‘omuuxlitieN ’ iuiother writer said, ‘ are always 
encouraged by lite women; similis siinili gaiidet.’® Women dress- 
ed in calico and muslin w ere ‘ more like the Merry Andrews of 
Ihirthohnuew Fair than like the ladies and wives of a trading 
people/^ The witty ‘ l*rince Butler ’ rhymed thus ‘ o^er a pot 
of ale * : 

Our Ladyes idl weie s<*t a gadding 
After these toys they ran a madding. 

And nothing then would fdease their fancies 
>ior dolls, nor Joans nor wanton Nancies 
rinloss it was of Indian making. 

1’he calicoes and otlno stuffs were * as light as women and as 
slight as eobwelvs, printed tnndrums and the gewgaws of Ea«t 
Indies/ wdiich came upon the country as ‘ a plague.' 

The woollen and silk mamitacturers of England were alarmed 
at the growing mijMipiilarity of their owo commodities, and moved 
by their appeal ]*arHanient repeatedly discouraged and prohibited 
the importation of ( alicocs and chint/.es into Eng^land/^ But this 
legislation pnjved very ineffective. Pesjple could m)t be made to 
return to tln^ii old fashions. Thtut* was a real demand for lighter 
and more elegant clothing, and this had to be met somehow. If 
they <*ould not come from abroad they must b<‘ made at home. 
And this did in fac t hajipen. ‘ No soonei w^ere the East India 
chintzes and paintenl calicoes prohibiten! from abroad but some of 
Britain’s unnatural children. . . . set their arts to mimick the more 
ingenious Indians and to Icgitimatt* grievances by making it a 

< Steele ( 0. The Spinster in Defence of Woollen Manufactiiros 

(1719), p. 16. 

8 The Interest of England Considered (1707). 

^ A Brief State of the Queation (1720), p. 11. 

10 Prince Butler’s Tale, 1699. 

1^ 11 and 12 Will, and Mary, c. 10. For an account of this struggle 
see the present writer’s Mercaifliliein and the East India Tra#t and 
8. A. Khan, East India Trade in the Seventeenth Centnryy Qh. lYi 
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iiianufucture/^' Thuw, there arone a new iinluHtiv of calieo-print- 
iug h\ England, and although thin was uoi the j)rogenitor of the 
now powerful ealic'o-printing Immness of Lancashire, its history is 
important in many ways to the student of industrial origin. The 
suhje<*t is, however, little known. 

It is now really difficult for iis to realize that evtui so late as 
1750 vf*ry little cotfotr cloth was made in Ivngland. Indeed, we 
read of ‘ cottons ' even in the slxtetmth century, hut those were 
a spe<vies of woollen cloth. In the seventeenth century, however, 
we havt‘ dt^finite records nnmtioiiing th(‘ manufac ture of cloth from 
<‘ott:on-wool imported from the Levant : Hut this again was not 
.i,o'nuine cotton cloth; it was the hybrid ' fustians,* made of linen 
war}), and (‘otton weft.^^ English artisans had not yet succ^eeded 
iri making cotton-viuu strong emough to seive for uar]), Sncces- 
sivc' atteiu])ts wcue made towards tin latter part of the century 
to make pure (alico iij England, and sonu‘ wtMuers succei^ded in 
th(‘ir atteni})!, htit no real c alico iiidustiv existcMl or could exist 
iu Kiigland before the inventions of llaigieaves aiid Arkwright. 
TIowc'ver, if then’ could not make gennine c-alicoes, the Englisli 
artisans could at b*ast print cotton cloth im])orted from India, and 
this tln\v did long hcdorc* the Elnglish cotton i])di)stry was vstarted. 
Ealico-print i ng. therefore, is curH)Usly eiiouglc an ehfer sister of 
the' cotton industry in that coufitry, and it flourished in the' south 
of Jvngland long before* Lanc*ashire look to calico-making and 
I'linting. 

Hie author of the fiamphlet, 77/.o J (f.sf Cotii/flafnts *ff the Poar 
lEmrei^s Truly Represtmtf^fJ , iu the passage cjuoted above, assumes 
that calico-printing was introduced into En gland only after the 
prohibition of Indian goods, which took ])la(‘e in 1700. But we 
know from other .sources that there existed calico-printing mills 
in England before that date. At^cording to the ^ judicious ’ 

i^The liifit Goiiifilaintf of the Poor Weavers Truly Represented 

(1719), attributed to Defoe. 

1^ See Daniels, Gotten Induatry, Cb, I, 
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AM(l('r,s()n in Mn^land in 167(J; ujul this i.s eonfirmod 

by n patent given to one William Sherwin in that year ' for the 
invention of a new and speedy way for printing' hroadeloth, which 
l>elng the old true way c>f Kast India printing and staining «uch 
kinds of goods/ The same persoid^ appealed befort' the House 
(hf Tjords in lOtK) and claimed that ht* printed calicoes and even 
woollen cloth, but he admitted that the-v would not bfmr washing. 
Kvidently he must have used ])igments as the Fiench printers had 
(lone, and madder and resist process of India was not yet known 
in England. 

In IfifK) a Frenchman, Hone (rrillel, took a patent for paint* 
ing and printing cali(?oes, and a factory for this pur])08e was ot)en- 
ed by him in the Old Deer Park at Richmond, hardly fifty yards 
from the Thames. This was the first caHc{>-])iinting factory in 
Fiiigland. Baineses surmises (and other \vrit(M\s follow him) that 
the owner of this establishment was a Huguenot refuge>t‘, but 
from the subsequent mention in various pamphlets and Board of 
Trade papers that calico-printing was done by Roman Catholic 
Frenchmen, it is more likely that the Frenchman in question waa 
a Catholic, and that his “trade (rather than his religion) compell- 
ed him to leave France soon after the ariet of l(>8t) prohibiting 
calico-printing in France. We know that he was for some time 
in Holland before he (wne over to England, and it is likely that 
he ])erfe(!ted his art there under the (^aie of the skilled Duitch 
master-printers. A grefit inimber* of men and women was employ- 
ed by him in this factory, and they were ‘ a saiicy and indepen- 
dent lot ’ according to local accountsd^ and were mostly Frenich' 


House of Lords’ Papers, New Series, II, Section 1050. 

History of Cotton Manufacture in England (1845), p. 259. Also 
Cunningham, Growth of English Industry and Oommoroe (Modem 

Times), p. 517. 

16 Public Record Office, C. O. 389, p. 309 (Commissioner’s B4>pori). 
See also the pamphlet, The Weavers* True Gase (1719), p. 23. 

17 Crisp, Richmond and Its Inhabitants (1866), p. 116, 
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men and by religion C5iitboIic8. They were apfWirently haie<l on 
both accounts, and perhaps it was tliis that made parlia.me?it lake- 
warm in it8 defence of this indiisirv. 

Soon another factory rose at Bromley Hall in Etssex. A grant 
was made to Francis Ponssel in lfi94 for a new way of ])repanno 
crape in flowers, raniages, etc. The factory of Bromley Hall 
8i(X>d as number 1 in the Excise Books when the first duty was 
imposed on calico-printing (1712), and f*ertainly ii must havt^ been 
the most prominent printing concern of the time. Othtu’ factories 
were soon founder! at Ijewisham, Mitcham, Wandsworth, anci 
other places south of Tondon, mainly in Surrey. 

These factories were engaged in working up the imjiorted 
calicoes for the English market by dyeing, printing, painting, 
staining, and other processes. I'he East India Oompanv^^ import- 
ed l>oth plain calieoes and printed ones (called chintzes), hut 
owing to the perceptible difl'erence in ])rice Indween the two 
varieties theiy subsequently came to inciease their outlay on plain 
calicoes. Besides, they thought they could pacify tlie i¥>[)ular 
out( ry against their trade by sup})lying work to people in Eingland 
as a comjmnsation f<Kr the bullion tlxey exported. HowevfU’, in 
jirinting these calicoes, English artisajis had to depend upon 
Indian methods. In India from time immemorial a remarkably 
perfect method of printixig was known and employed. This me- 
thod was first explained to Europe in 1742 by a leanied Frem h 
missionary, Peri* Oourdoux,^^ (who, by tln» way, deserves to be 
better known as the first to suggest the hypothesis of an original 
Indo-Enrojxean rac*e). The Ibxtch were the first to introduce these 
Indian iwocesse^s into Europe, From them the French and the 
Kinglish obtained the secret. The first great French calico-prin- 
ters,^ Daniel A^asserot and his nephew Antoine Fas^y, learned the 


18 Letter Books, Vol. VIII, fo. 670. Also Vol. X, pattiiit. 

Reoiaetl de$ Lattres Edifiantas at Ouriausasi Vol, XXVI. 
*8 Nos Altaians at laurs Oauvret (1906), pp. 103 IB. 
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art from Hollaud; when thi8 industry was prohibited in France 
they practised it in Geneiva outside Frencli territory. 

In the early English printing factories wooden blocks were 
used for printing, blocks^ of sycamore al>out five to ten inches 
square. The method of printing followed was an adaptation of 
the Indian madder’ and riNsist pr’ocess, which is first mentioned in 
the grant of 1()94. Jiuter, (*opper ])lates came to be used in place 
of wood, lliese early niethods are exhibited in the Victoria and 
Albert Museum at South Ivensington. The special process called 
Turkish red, introduced into Erance by an Armenian, was made 
of the Indian (Jhaya r(K>t and Kasha leaves. It baffled chemists 
for a long time until it ^^’as cleared up, quite recently (in 1902), 
by a calico-printer at Ix^yden, Felix Iheissen, who got the secret 
from a native dyer iu Madura tSouth India). 

The calicoes printed in Jiiiglaaid iu this way were technically 
known as Londfindiana. In France they were popularly called 
hid/ienim. They were sold on the pretence that they were made 
in India. Such an assurance was the only means of satisfying 
(iustomers that the quality was good. 

From extant records!^ we may form an idea of the employees 
in a calico-])rinting factory in those rlays. The principal work- 
men were drawers; cutteis, printers, job-printers, grounders, 
tearers, and fieldmeii. The diawers invented patterns, of course, 
cojiied them from Indian chintzes, foi' the designs on the English- 
printed calicoes were almost the saiiu* as those that came from 
Masulipatam. The tree of life, the i»eacocks, the snakes, the 
bamlx)os, all were taken over lK>dily from Indian chintzes. The 
cutters engraved those designs on w(K>d for the use of the print- 
ers. I^rinters made the first imjjressiojis of any' colour on 
calic^oes. Job-imnters renewed and reprinted old calicoes and 
linen ; their work is said to have given ^ great encouragement t() 
servants to rob their masters or mistresses, for by getting it 

Baker, Calico Printiiig antf Painting in the Catt Indlet, p. 43. 

^0. o. 388, Voi. XXI, fo. m 
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jiriiited, alters it so miuh as caiioot be known/ Oronnders 
iiiosily, women, pui finishing colours. The tearers were boys and 
girl« who attended the printers when at work. Fieldmen whiten- 
ed the calicoes and were not difterent from ordinary unskilled 
day-lalK)urers. Only the first three (lasses had any kind of train- 
ing; and even th(\v were not trained exclusivudy in any f^ipeeial 
process. All these enifjloyees worked only eight or ten months 
i!\ the year. 

brom tln^ (ontioveisy on the us<" of Indian textiles, in lWM>-97, 
we get a glimpse of the (ondition of this industry at that time. 
1'here was then pending before ]>,arliament a bill for prohibiting 
entirely the importation of ])rint«Ml (talieoes into Great Britain.*^ 
Tlie (‘ali(*o-]u ii)t(M's w<‘ie naturally alarmed, and many of them 
|)etitioned parliament, juaying for the deletion ot the clause that 
w(mt against their interests.^ They were apparently a numerons 
and influential set of ]>eople. Th(\v employed three counsels to 
plead their case befor(‘ tln» house. Jekvll, one of them, claimed 
that ‘ calico-printing was as much a nianufactnre asS any woollen 
and (hvserved encouragennmt . Pooley used Davenant’s arguments 
that the (heapness of calico nunh* it suitable for home (‘onsunip- 
tion and profitable to the kingdom. The calico-printei's seem to 
have spent a good deal to furthm* their (*ause.^s 0m‘ of them <3on- 
tessed before tice lious*^ subsecpiently that he spent £2(10 in fees 
to solicitors and otheis. Some <d the bold ones among them 
app(>ar<ui Indore the house and stoutly op|n>sed the bill. William 
Sherwin said that the trade (*mplo\e<i four hundred peopje.^^ 

The bill of ItilHJ was lost on account of the opj)Osition of the 
upper house, and nc^xt year a similar bill also miscarried owing 
perhaps to the machinations of the East India Company, which 
was then dominated by that inveterate intriguer, Siir Tosiah Child. 

^ Commons* Journalt, Vol. XT, paMim. 

^ House of Lords' Papers, New Series, Vol. II, Section 1050. 

^ Commons* Journais, XI, OBa. 

^ House of Lords* Papers, New Series, II. 241. 
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After tile death of Child in 169<i, a similar prohibition bill wa« 
successfully' carried through parliament. This was the first legis’ 
lative enactment in England against Indian imports. But, for- 
tunately for the calico-printers, the clause that included English- 
printed calicoes In the operation of the bill was dropped. The 
printers rejoiced, because instead of ruining them, as was former* 
ly expected, the new legislation provided for ‘ their plentiful 
increase.’ 

After 17(M> the printing industry flourished more than ever.^^ 
l’h(> woolhui and silk manufactureivs, for whose sake the Act of 
17(X) was passed, .soon realized that their victory was of a very 
doubtful value. According to *)ohn Haynes (17()G), ‘ greiiter 

quantities of calicoe.s had been printed and worn in England 
annually since the imjiorting of it was prohibited thaii ever was 
brought from India. The rapid growth of this industry is evi- 
dent also from the greatly increa-sed imports of plain calicoes from 
India, which may be studied in the dis])at(‘hevs of the East India 
Coiu])any’s Directors,^ The Act of 17fM> did not put a tariff on 
plain calicoes imported, but in 1703 parliament, in order to please 
woollen manufacturers, imposed an ad wdormi duty of 15 per cent 
on tlnun. However, a full drawback wa.s allowed on re-exporta- 
tion. AVe do not know exactly how it afi‘ected the new industry. 
A contemporary writer, (yhalmers, pointed out that the duty must 
have been rather light considt^ring the fact that the prime ooet of 
calicoes was only a fraction of the value which they would fetch 
when printed.^o But we know that in 1711 the printers complain- 
ed that the duty had reduced their industry to a third of its 
previous strength 

27 Espinasse, Lancashire Worthies, p. 297. 

28 View of the Present State of the Clothing Trade (1706), p. 19 . 

29 Letter Books, Vols. XI, XII, and XIII. 

'30 0. O., 390. 

31 Bromley Papers (Bodleian), Vol. II, . fos. 113, 184. 
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The woollen and ^ilk luaiiufacturers looked upon their younger 
rival witli u jealous eye, and were detenu iiied to .su])pr(*.ss it at 
any cost. Wool always claimed io be the stable maiiiifacdure of 
l^ingland. And, as Adam Smith points out, the woollen workervS 
were ^ more successful than any other class of workmen in per- 
suading the legislature that the pxosi)erity of the nation depends 
upon the extension of their particular business/ As yet the 
merchants and inamifacturens had not a great many represemtatives 
in parliannmt; the sijuirearchy still controlled the destinies of the 
nation. But the simjde (ountry gentlemen who sat in parliament 
wiue, according to th(‘ same writer, ^ often prevailed upon by the 
claniours and so]).histry ’ of the industrial classes. Resides, right- 
ly or wrongly, they thought that their interests were eventually 
the same, AVhatever affected the woollen industry, they thought, 
would ultimately affect the rent of their lands. Tt was thus that 
paj’liament in those days took the side of wh)o] against minor and 
younger industries. 

The weavers clamoured against calico-printing, and parlia- 
ment imposed an excise duty of threepence a square yard on 
('alicoes.^2 Calicoes ])riuted in one colour only were however ei- 
enqded from the lax. Two years later the excise duty was raised 
to six])ence a s(|\iare yard. The calico-printers ]>rot(‘sted, and 
]H>iiited out that the additional burdens (A>hich in all amounted, 
ac'coiding to them, to 82 per (‘ent, ad ralorem^ would not only 
ruin their trade but eneoui'age the vsmuggling of Dutch printed 
calicoi>s, which were chea})er by one-half owitig to the favourable 
tre^atment accorded to the industry in Holland. Rut parliament 
did not relent. Coll)ertism was then its continued creed, and so 
it remained for another century. 

In spite of this stepmotherly jxolicy of government, the infant 
industry grew up in vigour and im|)ortance. In 1711 the Directors 


10 Anne, c. 19. 

Promley Papers, Vol. IV, fo. $9. 
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of the h.'ast India Company wrote to India : ‘ Our people here do 

it (i.e., ])rinting) »^t one-liaU the price and better colours and 
patterns/ There arose an iuereasinjr demand for these goods in 
the colonies and elsevvheie, and ihe industry expanded to meet the 
demand. In 17111?’’ Ihere >Y<‘re a good many factories in the 
counties of Ixmdon, Suncn, Kent, and Kssex. The chief pro- 
prietors were Mauvillon, AVaison, Haultain, Madam Bull, Quard, 
and Goiiyne. Mauvillon was a prominent calico-printer even in 
1097, when he a])[)eared before <he House of Commons to give evi- 
dence on the Calico Bill. In 1711t he had one factory at Mitcham 
and another at Wandsworth. Mr. AVatson had three, situated 
res])eotively at ^ Morrisses Cassau,’ Bunbill Fields, and Wands- 
worth. Most of the eslal)lishments w ere either on the banks of the 
Thames or on those ot its tiibutary, the AV^uidle. 

Like other industries intcodiiced by foreigners in that period, 
calico-pi'^inting was organised on a ca])italist basis. It liad no 
guild traditions to keep u}): nor was it possible for it to laM'ome 
a domestic* industry like the woollen. The various pjocesses had 
to be cariied on in coml)i nation, and artisans had to work at some 
common |)la(e in order to coojKrate effectively. BesidcvS, the em- 
ploye's Avere caJcmlating capitalists scM-'king a profitable investment 
for their money. As Dr. ( Hinningham^^ points out, capital is 
bound to be an iuiportant tactoi in the transferring of a trade to 
a ncMv area. All these c iccu instances c ombined to make calico- 
printing a factory industry of the modern type, and j)eihaps it 
w"as in this industry that the factory system fiist became normal 
in England. 

The factories w^ere mostly Avell-equipped and were located 
within convenient reach of w^ater. In 1726 the printers stated 
before the commissioners of trade and plantations ' that they had 
fitted up costly equipment by erecting Avorkhomses, preparing 


^c. 0., m, Voi. XXVII, fo, m 

^ Op. ait., p. hlB, 
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ground, conveying water, and providing (ostly utensils/ and that 
the whole ))lai]t would go to rack and rui]» if calicoeH Avere prohi* 
bited. It is also interesting to note that large nuinbens were 
eiiipl<^yed in each factory. Mauvillon had 102 workiueu iiL a 
single factory, of whom GO were (ieblinen, 40 tearers, 12 grounders, 
2<S ()rint€ws, and 12 drawers aiid cutters. Watson’s factories were 
smaller; yet in one of them In^ employerl 77 workmen of varrious 
kinds. The lalK)nreis were not all men ; women and (children also 
w<‘re em])loyed in these factories. 

AlaniMMl ni tlie undue pojuihirity of caht oes tln^ wooihui and 
silk manufaetiirei's agaifi made an uproai , this time not again«n 
a foreign manufactuit' hut against a native sister industry. Their 
clamour was again sin c'essful in im^ving pailiament, and the result 
was the final |)rohibition in 172f> of tin* wearing of cotton cloth in 
linghuid, Ibit this was not aceoiipdished without a i>rotra<‘ted 
struggle, hirst they bullied (a lieo- wearers by tearing tlieii clothes 
to pieces. They also tiied to destroy (•alico-pr♦^sses. Many riots 
broke out in l/f)ndon and elsewhere in currvijig out this policy 
loiter they took to milder methods. An afrimonious controversy 
was also carried on by means of pamiddets and newspa])er articles: 
and tile authorities were pestenul with petitions and memorials. 
New'spa|)ers were staitwl by both parties solely to win public 
opinion to theii* side. The wi*avers’ petitions caused an elaborato 
in(|iiiry into the matter, conducted by that lemarkabh* body of 
trade exjietts, the lords commissioners of trade and plantations.^^ 
From Noveinl)er 1719 the House of Oommoius too was fl<M)de<1 with 
petitions from the wt^vervs.^® They came from all over the countiy 
and numbered ninety in all. The housi* was much influenced by 

^ See Newspapers, Old Weekly Journal, Britiah Gazetteer, ajid 
Saturday Post, for June to August, 1717. Also pamphlets and Boyer’s 
Political State of Great Britain, XVIL 627. 

3TC. O., 389, Vol. IX. 

Commons’ Journals, Vol. XIX, passim. 
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these (lemon st rations, and soon passed a bilP^ penalizing the nB(», 
Avliether tor clothing or tor furniture, of jvrinted calicoes. Alxiut 
this time France also made her laws about toUes peintes very 
stringent, and took measures to extirpate tin* iudu-stry from the 
land. Other countries in Eurojie, excepting Holland, followed 
suit. 

In sj)ite of this stringent legislation calico did not get out 
of fashion. In France the wives of ministeis and ladies of the 
court weie tin* first to break tln^ law. They were ])assionately 
fond of wearing pi inted calic'oes ‘ Fruit defendu ’ writes M. 
Clouzot/^ ‘ les toiles deviennent la jiassioji de toutes les hlles d’Eve 
francaises.’ Nor did the prohibilion succeed much better in 
Ivngland. ‘ All the kings and ])aiiiaments that have been or shall 
be cannot govern our fancies/ wrote* Did'oe^^ in 172S, speaking 
of the injurious effects of women’s calico-mania. Choice chintzes 
were smuggled into the country sstraight from India or by way 
of Holland. The FiHglish calico-jirinting industry staggered under 
the blow; though calico-])rinting did not altogether ci'ase, iMnause 
a certain amount wa.s wanted for exportation. Hut this wai^ not 
enough to keep the fa€toTi<'»s going, and they took to printing 
fustians and linens with the same desigu,s as they used for calico. 
Fustian printing was highly develo])ed and soon became a pro- 
minent industry. This did not jdease the weavers of Norwich and 
Spitalficlds. They found that print(Hl fustians haiined their in- 
dustry as much as (‘alicoes did. The Act of 1720 did not prohibit 
the use of printed fustiaiKs and linens, but these wcmllen weavers 
wanted the law to bo so construed as to include these as well. 
They even proceeded to prosecute fustian weavers and printers 
on that assumption. Hut parliament came to the latter’s rescue 


3^, George III, c. 6. 

Lei Toilet Peintes de PInde (Print^ed in Baker), 

A Plan of English Commeree, P- 
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by pasniiig in 173() an (often called the Manchester Act 

owing to the leading ]»ait Mancliester for the first time took in 
tlH» controversy) which definitely laid down that printed goods 
made of linen-yarn and cottcmAvool were excluded fjom the 
Operation of the Act of IT^IK 

The ban on pur e c ot ton goods r emained till 1774. The calico- 
j^rinting industry, however, did riot die out in the meantime. As 
the weavers of IjothIoti pointed out in their' petition o]>posing the 
Manchest(‘r Act, fustians could only with great difficulty l>e dis- 
tinguished from Indian calicoes. 1 banting work went on in the 
Surrey Mills, and tin* workms there became highly skilled in their 
art. In 1744 tlu^ Dir'iadors of the Mast India Oompan\ wrote t-o 
India, ‘ Printing here has come to so great ]rer'fection tliat unless 
you can keej) to these instructions you must lessen the quantity.' 
Al>oiit the sarm* time Ivnglish ]uanted goods gained great reputa- 
tion on the Oontinent, dean Rhymer, a Bayle calico-printer 
wi'ott' that tire Knglish successfully attempted the imitation of the 
best Indian work in prints, and that they arrived at a degree ci 
perfection which no one would have thought passible. 

Most of the calico-pr iutirig works^"^ were rituated in Surrey, 
d'he banks of the Wandle weri^ studded with thest^ mills from 
(b'oydori down to Wandsworth . The running water of that river 
was utilisced in driving the mills. We do not know exactly how 
many factories in all ther*e weri*, but we know that in 1805 there 
were twelve calico-printing works, employing as manv as 3,000 
hands. "ITiere were besides these many Hnen-])r‘inting works. 
The chief families engaged in the ^ndu^^iry were the Ormeroda, 
the Selbies, the Marlars, and the Burroughsas. Tlie pariah 
registers of Surrey churches contain numerous notices of members 
of these families entered specifically as calico-printers. Espe- 


42 9 George II, c. 4. 

^ Baker, p. 48. 

44 See Victoria County History, Surrey, II, 369 ff. 
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eially the Mitrhain re^^isteis have a great iiajnl>er of such entries 
for the tir^ii half of the eighteenth c‘entary. (Jonsidering the 
mimber of the calieo-priiitiiig aiol other factories in Surrey, and 
the large numbers employed in them, we are })erha])s right in in- 
ferring that that region was in those days one of the principal 
industrial areas of Mii gland. 

Ijancashire had not yet taken t^) calico-juinting. Manchester, 
was not yet ‘ the city of cotton twists and twills' which it subse- 
quently became. In 17ti4, Messrs. Clayton set up a small factory 
at Preston for calicoquinting, but it was the first Sir Robei t Peel, 
the fatheT of the Prime Minister, who made it a prominent indius- 
try of the country. Vaiions technical improvements ’were soon 
made in [)rinti?jg metliods. The introduction of the power-loom 
revolutionized ccdton industries as a whole, (^ilico In^came cheap 
and ]>lentifiil, and this made foi' a marvellous ex]iansion of th(‘ 
jwinting industry. Surrey, already losiicg ground, soon found it- 
self completely c ri[)pled. Yet some of the mills dragged on a 
lingering existence down to the middle of the last century. By 
1845, the liancashire cotton industry had made such progress as 
to embolden Sydney vSmith wiite of it, that ‘ The great abject for 
which the Anglo-Saxon race ap])ears to have been created is the 
Tiuiking of calico ! 


Works, III, 476 . 



SOME ASPECTS OE RURAL CREDIT AND THE 
PROBLEM OF BANKING DEVELOPMENT 
IN RURAL INDIA 


BY 

H. L. Chablani, M.A., 

Delh i U Tvive/rsity. 

IV) tho student ol Indian t^onomie problems, the reports of 
the I’rovincial Banking Coiuiuittees are of special value, being a 
veritabh^ mine of useful information. The layman is apt to 
imagine that they have been superseded by the report of the Oen- 
tral Ranking Enquiry Oommitt(H% but the careful student will 
prefer to tap at the source and to rely on first-hand iiiv instigations 
made largely under the direction of well-known Indian economists 
in different provinces. A summary at its l>est is of doubtful 
value compaied to the original; but when the ta«k of summaris- 
ing is entrusted to men who themselves did not conduct the in- 
vestigations and who probably could not even read the ponderous 
volumes of evidence, a summary is apt to a very misleading 
picture of the original. The recommendations of some of the 
provincial (x>mmiite(\s are parts of an organic whole; to accept one 
part and reject another of a whole scheme is like picking out the 
foundations of one building for the superstructure of another 
totally different building. There is no doubt that the [iroviucial 
reports are of uneven (|uality; some have based their conclusions 
on real, impartial inve\stigations, some on one-sided official evi- 
dence, specially from the Co-operative Department and some on 
presumptions based upon their own personal prejudic^es and pre- 
possessions. The comparative ^sho^tness of time allowed to* the 
provincial committees seems to have seriously embarrassed most 
of them with the result that while one part of their report is 
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thorough and detailed, the other part of the same report is super- 
fieial and almost wortliless. None the less, the provincial reports 
are worth a detailed study. Never Indore have economic condi- 
tions in different provim^es Iveen surveyed siinultmieoudy on the 
s(uile adopted hy these commit te<*s. Ihit together, they give for 
the first tiirn* a comprehensive view <d India as a whole. The 
rural sections of tliesc re])oris arc s])e< ially valuable, if not foi' 
their detailed information, at least for the rude shock they give 
to some of the most widely accejited notions regarding rural 

credit conditions and the new light they throw on the nature of 

the problem of banking development in rural India. 

The Thesis of Professor Thomas. 

( )n(‘ of the commonly accejded beliefs was repeated by Profes 
SOI 'Fhomas at the last year's liconomic (lonlerence at Lahore 
H(' cornjilained of “ The high p?-ice that Indian traders, maniitac- 
turers and cultivators have to pay for the use of capital/' stated 
that “ the bank-rate may be 5 per cent or even as low 
as H jier cent, but the average businessman Juis to pay about 

9 to 12 per <‘ent, and the average farmer and handicrafts- 

man anything lietween 12 and 24 per cent for their short-term 
( redits, and town labourers usually raise loans on such exorbitant 
rates as ?I7 1 ])er cent and 75 pei’ cent per annum,” and came 
to the (X)nelusion that ” (ride di,spa/rily ohUnm between the hank- 
rate and the fnarket-mte,s tn tlifis coimf^y " and that the 
snioothening (hrwn of that daispaidti; m the central prohleta of 
hanking in India.” 1 ventured to exjiress my dissent from this 
view, and said that wdiile the bank-rate was unduly high and 
could be reduced considerably, the market-rate was in some places 
even lower than the bank-rate, and that the so-called market-rates 
<9m.rged to the average farmer were groas-rates and not net-r^tes 
of interest and that iu> enduring banking system could be based 
upon unsatisfactory security and sstill more unsatisfactory means 
of recovery. My observations were dismissed with the remark 
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fhut I x^as wroii^ in .assuming that tliure was no great disparity 
between the bank-rate and the niarket-rate of interest and that 
I might be talking about my “ <»wn province/’ As this miseon- 
eej)tion goes to the very i^ot of tin* matter, I ])ropose to deal 
witlj it first. 

The Bank-Rate and the Bazar Rates. 

The first proof I would adduce in suppoit of mv view is the 
statement No. XIX in tin* report of tlie Controller of Currencv 
for the year and statemerd No. XVTII of the Controller’s 

annual reports for the years l92P-d() and 1928-29. These state- 
nuMits show that" 

(a) Irr December liidtl, and January DWl, the bill rate in the 
city of Horn bay x\ as per* ceni hig htu than the bank-rate and 
the Imperial Bank’s A ate, that in February 1981 it was ac- 
tually h^.ircr tlran the barrk-rate and the Imperial Hank’s huKdi- 
rate by |)ei f;ent and that in Mar-cli 19'HI, it exceeded the bank- 
j'ute and the Imperial Hank's //uAo/^-rate bv onl\ 7 Ki jrei cent. 

tb) In 1929-80, the Bombay Bazar bill rate was higher than 
the Bank-rate^ by only 'I p(‘i cent irr June, by oti per cent in 
’^Bly, *)/16 per cent in Angust and 1 per* cent in September, and 
that irr the busy season — t tetober* to March — tire widest margin 

between the two rules was only 2 per (’ent, 

(c) In 192tS-29 the limits ot diver gmice hetween tht; two 
were 1 per* cent, in August ami Septeudrei* 1928, and 2i per 
ceni in February 1929. 

In order to uuderstand the trill implications of these facts, ir 
ts necessary to bear in mind the special meaning of the terms used 
in the Controller’s repoit. “ 1 he bank-rate,*’ we are told in para 
8 of this repor t, is the ratr' at whicJi the Imperial Bank will 


^ The Bank rate and the Imperial Bank’s hundi rate were the aame 
in 1929 30 and in 1928-29, except in February 1929, when the latter was 
^ per cent higher than the former. 
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ordinarily advance money against Government securities, while the 
Imperial Bank hundi-rixie is the rate at which the Imperial Bank 
will discoiini or jcdi^coiint hist class three months’ bills. The 
liazar-rates are those at which the bills of snmll traders are dis- 
counted by shrolfs, the rates for bills of large' traders and shroffs 
are not f?iven separately because they follow cerg closely the 
Imperuil Banl ha thdi-^mfe . ’ ’ 

The Bank-Rate and Market-Rates in Other Centres. 

The data collected by some of the Provincial Banking- Oom- 
mittees more than confirm this statement. For instance, in the 
city of Dellii the market-rates for discounting Miyadi^Hviidu of 
firsi and second class parties between ndober 1927 and January 
1930 were as follow; — 


Year and Month Delhi rate Imperial Bank’s 

Bank-rate. 

1927 


October 

... 7i per cent 

f) i>er cent 

Novembei 

. . 7i per cent 

5 per cent 

December 

per cent 

5 per cent 

1928 

January 

OJ j)er cent 

7 per cent 

February 

... 6 per cent 

7 per cent 

March 

... f) per cent 

7 per cent 

April 

... 7i per cent 

7 per cent 

May 

... 5| per cent 

7 per cent 

June 

. . . 5| per cent 

7 per cent 

July 

... 5| per cent 

6 per cent 

August and September 

... 51 per cent 

6 per cent 

October 

... 7| per cent 

5 per cent 

November 

... 7| per cent 

5 per cent 

December 

.. 7| per cent 

6 per cent 
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Year and Month 

Delhi rate 

Imperial Bankbs 




Bank-rate. 

1929 




Jan uary 

. . . ri 

per cent 

7 per cent 

Ffdniiarv 


per cent 

7 per cent 

March 

... (i? 

per cent 

8 per cent 

April 

<>? 

per cent 

8 per cent 

May 

... 

per cent 

7 per cent 

.Time 

... 44 

per cent 

G per cent 

Julv 

... 44 

per cent 

5 per cent 

August 

. . . 4J 

])er cent 

5 per cent 

Sept cm Tier and 

Octohei , . . (,'/ 

per cent 

5 per cent 

Novembtn and 

])('<'«‘inbej' ... 7 A 

])er cent 

7 ]:)er cent 

1930 




Jaiuiary 

... 5| 

per cent 

7 per cent 

In the city of 

Peshawar, the market-rate on 

pronotes for GO 

lys was lower than 

the bank-rate by 4 

1 per cent in 

April 1929 and 


by 1 ])ei’ reut in May 1929 while in -Tune 1929, both wore 6 per 
rent;2 In the city of Ajniere, the evideme showed that the 
lending*- late anioii^ ilie .sv/// n/y/r.v i< 4.\ annas per cent (i.e., d 
per cenl) for alK)nt seveii months and (i annas j>er cent (i.e., 4i 
per cent) from November to April while the hufidl-i'die varies 
j^oneially between 4 annas ])er cent (i.e., 3 ]>cr cent) in the niontha 
of Jun(% duly, August and September, and alxiut b annas per cent 
(i.e., 4i per cent) in the busy season.^ The Punjab Committee 
reports that “ for first class llitiidis the Bazar-rate is gem^mlly 
^ to 1 per cent heloiv the ho/ih^rMed' that in Amritsar the 
highest point touched by the bazar-rate in the last five years is 
7 per cent as against 8 per cent in the case of the bank-rate/’^ 

2 Vide p. 209 of the Evidence taken at Peshawar, 

3 Vide para 2270 of the Ajmere Evidence, 

^ Vide page 126 of the Report. 
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The U. J*. ( 'oiijuiiilee's is that “ M uddnii Hundis are cur- 

rent clni’ino the winter season, when the money market is tight, 
at rates vai viiig* hetwemi 74 and 9 ])e! cent and during* the slack 
season at to 7^ jnvi cent according to tlie credit of the parties. 
The l>azar-raie is sometimes ItHcev tlian the bank-rate.”^ The 
Horn bay Committee ol)st*rv<* that the “ rate of inter-shroff business 
in llombay is generally 44 per cent tor the slack season and b per 
cent for the busy reason, wluoeas tln^ prevailing rate in the Ah* 
madahad l)azai tor such transactions is not mofe than 44 per (^ent 
at any time ol tin' y(*ar/'^ Ihe Central Ib'oviiues Committee 
state that “ the sliroff'-i ate tor lending money to otliei money- 
lendeJs ami hankfos ajnl for making deposits of surplus rash i-^ 
alniut b per cent pt'r annum, and for Hnaiicing local traders 74 
per cent ])er annum.” 

It is ])lain that, (firen the ^ntnc (n noaHy the mime seeuritij, 
the disparity between the bank-rate and the market-rate is more 
in iavoiij of the latter than the former. Taking into account the 
fact that the l)anl\-]ate in India is the rate for demand loans 
against ( jo vein men t securities, oin‘ \\()nld expect the official rate 
of tlie Imjierial Ihnik t(^ lx* the lowest not only among the baiik- 
rates of the woild’s Central Banks, but also among the jnevail- 
ing market-rates of interest in India at o// seasons of the year. 
/he surpni^uiy fiU'i is, mol t/uit the nia(*ket-mte is so hit/h^ hut 
that it IS so loir. There is not a jot of evidence to supjiori the 
suggestion that the market < liarges tiie average busiuessiuan ’ 
unfairly liigh rates of inteiest, (ompared to the bank-rate. In 
fact, if the market was more under the control of the Imperial 
Blink, these rates would be jmshed substantially higher unless the 
Impeiiiil Bank reverses its present ]H)licy of maiutainiug an un- 
duly high bank-rate. 


Vide i>age 278 of the Report,. 
Vide Para 2UI of the Report, 
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Are the Aotually Realised Rates of Interest High? 

A-s iPf>:)u'fls jirict' f(ii- tlu‘ iiso of capital char>fc<l to a.f?ri(Mii- 
tvirist borrowers, it is well lo leinenjher the distiniH ion l)etween 
(fToant aiul n(\i rntes of interesi, and between the rates paid by 
any partlrNhir iiuJirifluHl and those, paid by a of individuals 

as a whobv Neither the oros-s-rate of interest noi* the rate paid 
by a particular individual in a ^*rou|> (‘onstitutes the nornml rate 
(d net irrterest. It is lathei* untortunate that most of the Fi‘ovincial 
Hankinj>‘ (’onnnittees have* i^-nored tin'se distinctions. The rates 
o’iven by thtuir and snnnneil up by the Central Coinnrittee in para- 
< 4 iaph 112 of tlreir report ar‘t‘ the f/ntss or* sUpitldfed rates of 
interest: so also the rates Prof. Thomas relied upon for* his ^ene- 
ralisatiorr. Tor instance*, tin* Bengal Committee mad<* no ernjniries 
into the actirally r*(*aliscd r ates of intersid, and (proted as the basis 
of their* o(ni('ralisation merely tht* stipulat<‘d r'ates char^(*d by a 
si 7 ir/lf money-lending firm in a :<in<fic distr‘ict, viz., the distr‘ict of 
lio^r-a/'' thoiinh tirey were careful enough to state in para lid that 
tfrtw rates were (‘a])abl(‘ of t wir diflerent inter|>retations, one of them 
being that the nKfluk/dd is obliged to lend against the security 
of precarious assets, so much so that he is oirliged to arid the r/.s*/ 
Iff isuif itnf to the normal return on (‘ajiital.’’ Indications 

are not, howevt*r , wanting in tin* i*(»]iorts of these committees that 
the net or r’calised rates ar*(* substantially lower* than the gross or 
stipulated rates. Almost all the (*ommittees state specifically that 
the rates of interest on //o/r///o//r.s are distimdly lower. Tire Bihar* 
Conimitt(*e observe: “ Imleed mortgages are seldom taken at rmy- 
thiiig like the rate charged on the original loan, arid often th * 
interest paid at that stage Is not greater in total than it is at the 
earlier stages, irr spite of the way in which the piincipal has swell- 
ed. Usufructuary mortgages seem to bring in specially low re- 
turns, competent witnesses placing them at d or* even b per cent 


7 Vide Apjiendix VI (n) and para 102 of the Report. 
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of the debt. The Madras Oomiinttee mention that a good 
first mortgage can ordinarily be got anywhere at 12 per cent 
and give a detailed table^^o of the number of cases in which different 
rates of interest were charged on mortgages registered in the sub- 
registrar’s office, Chrm/lepvt, during the period 1887 — 1929, which 
shows that in the year 1929 rm many as S:j per rent of the mort- 
gages irare taken on stmpul/ifed mMv of interest loicer th/on 11 to, 
12 par cent. In the ITnited Provinces 12 per cent was found to 
be common stipulated rate of interest on mortgages.^^ In the 
Central l^rovinces, “ if the proj)erty is mortgageable and is mort- 
gaged as a collateral, the rate of interest ordinarily varies be- 
tween () and 12 per cent, 10 per cent being a fail average at pre- 
sent. The innijab Committee note that half of the debt of 
the proprietors of the province has been advanced on nsiifructiiary 
mortgages ” aurl that there is general agr(»ement that in this 
case the return to the lender is somewhere l>etween h and 9 per 
cent”; and invite special attention to iln' fact that ‘‘the best 
urban business is done at the same rates, and the Imperial Bank- 
rate itself in the last two years has average<l (> per cent.”^*^ fie^ir- 
ing in mind the difficidties created hij onr complicated law of 
mortgages, it cannot he .ndd that this evidence points to any 
wide disparity between the bank-rate and <he market-rates on 
mortgage loans. 

Four of the Ihovincial Cominittcn^s tlirow interesting light on 
the actually realised rates of interest. The Bihar Committee 
admit that the borrowdiig rates of the Imidiocd class are generally 


^ Vide para 75, page tH. 

Vide para 82, page llO. 

10 Vide page 223. 

Vidde pages 112 and 280. 

Vide para 883, page 157. 

Vide para 47. pages 30-31 of the Report, 
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itnrar than ihe rates at which the laiyats borrow, and that the 
villoK^ money-lender “ not intrequently a part ot hiH tail 

dues when the occasion tieinands it.”^^ (hi the question ot the 
net protit from money lending they observe: “ We have beeji un- 
able to collect any really satisfactory evidence of the rate of piM- 
iit which ordinary nual money-lending gives . . . Aftei makiiig 
allowance foi- bad debts, the cost of litigation and remissions, wt* 
think it will not be wrong to put the net i>rotit at 15 per cent 
of v'hivh ihe mooe\i/-l e/H/et pni/s fd/nself his nunutpentoit 
rlunpes. The big ruial inoney-leiiders in their transactions with 
the landlord class charge a distinctly lower rate of intei est 
which may b(‘ ])ut down tor the whole pjovince at 14 pm- emit, 
bhe deduction tor bad d(*bts, litigation and remissions must also 
b(‘ put lowei', since their loans are much more largely backed by 
nuuigages. An average protit ot 10 p(M' (ent is [>rot)ably about 
right, tlie smaller men getting as imicli as per cent, while the 
veiN substantial get <»nl\ 0 per cent on their ra])ital/'^^ Idie 
K'poi't <d the Madras Committee contains an interesting table on 
jiages 174-75, showing the prevalent rates and the extent to which 
Intci'cst was reduced hy the law courts in a Ji umber of suits 
taken at random. An analysis <d the cases indicates that out of 
a total ot Hd5 <*ases, in as aatauj (m 234 cases Ifie rate atrarded 
ft'ds KohtK'ed la lass than 6 pee cent o/w/ yti 429 cases the coarts 
airarded less thsia 12 per ceni. Alter saying some very pleasant 
things about the delays in the law courts, and quoting with ap- 
proval tin* remarks of Sii' dames (5»lville that “ the difhculties :>! 
a litigant in India begin hen he lias obtained a decree, ' they 
obstu've that “ in many cases executum is inf riictuoiis,’^ and that 
in 1021 “ in only 10.\ per l ent ot the applications for execution 
in <‘ourbs other than village courts iu this Presidency was full 


Vide page 80, para 30 of the Report. 
Vide page 30 of the Report. 

Vide para 78, pages 35 30 of the Report. 

h\ 4 
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,sntisfa(‘ti()Ti obtained while |)art satisfaction was obtaineil in an- 
other 7 j)er cent,” and 2ft9,42-l applications proved “ infnictn- 
ous.”^^ In ])ara^»Ta})h 292' the (\>iiiiiiittee deal with the cost of 
liti Illation as a fuithe?' ditfi(*ulty to be faced by any ])erson seek- 
in^r to recover his just (bies throii<yh the law courts, and estiiriate 
that in order t(> rec'over iwo thousand rupees and interest for two 
years at 9 per ('ent, the expenses incurred in the City Civil Court 
will amount to Its. 222-7, and that the minimum cost of execut- 
ing a decree would ])e Es. 26-t), “ which would i//c/ 7 Y/a‘c cron/ 
time an attempt to execute the decree fails or is delayed by their 
elaimanis comin<>’ They conclude: 

” An examijiation of the costs of sm h litigation has been made 
and the result does not show that the creditor is favourably plar- 
ed. Jte must s])e!id miu h to ^et ami execute the decree. Several 
representations have been made to us about the difficulty a(‘<‘ruino* 
to the creditor iroin the usual j)ra(*tice of the raivats ^oin«' to tht» 
bankruptcy court, t )ue Tahsildar remarked to us: ‘The sense 
of pul)li(' honesty possessed by the raiyat is low ’ and whethei or 
not we re^mrd this as a fact, it is evident that if the raiyat is to 
obtain credit for his notes and to e-et his debt financed on the l)est 
]>os8ible terms he must Idmself mend his ways.”i^ In this connec- 
tion it is worthwhile to ((uote in. eirfethso the observations of the 
J bin jab ('ommiltee on the recovery of dues: 

1 poll tlie difficulties of retovery, we have had more evi- 
(leiKe temh'red than perhaps on any other suliject. 

W itness after witness inveighed against the I^and 
Alienation Ait, the law’s delay and the inability of 
tile courts to execute their decrees either promptly or 
fully. All the three points have already been dealt 
with, and in regard to the two last, it has to be 
admitted that they put a premium upon default and 

17 Vide paras 2B4 88, pages 180-82 of the Madras Report. 

Vide paras of the Report. 

1^ Vide para 117 of the Report. 
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in favour of the bad borrower at tlio expejise of the 
oood. Ibit even wIkmi the T.and Alienation Act dot\si 
not api)]y, and no reeourj^e to the eonrti^ is neces- 
sary, the recovei V in cash presents nnusiial difficulties. 
ITie lecoveiy of land revenue with all the force of 
state authorities behind it involves the issue every 
yeai* of about fourteen thousand coercive processes, 
and until the necessity of paying the income-tax punc- 
tually was imdtMstood a very large nimiber of 
])enalties — for instaiuM*, 58.34 in 1924 — had to be im- 
PoscmU When ( loviuninent itself lends money, it 
con^ta^tly ha> bad debts. ()u< of the 55 lakhs ad- 
vaiiccM] under tin* Agric nit iirisls Loans Act in the five 
years ending 028 (‘ight per cent had to be written otf 
a.s in (‘cov(*rahle, and nrnh'r the l>and Improvemenv 
lioans A('t 37 per* (aMit of thr^ amount advanced in 
(tnigaon aiMl due tor lecoveiy is in arrears. Estates 
uirdei* tire Court ot W’ards eNpeileme even greater 
difficulty. On a tcrr-year average 26 per cent of their 
r ash rents i< in arrears at the end of the A ear. 
Some of thmn do money-lending on a large snile and 
in the thre(‘ \ ears ending 1929 one ot them {M d indt)() 
earned a net ndnrn of only 2<Sb per cent upon its 
( apital of 5.y lakhs. This figur(‘ is particularly signi- 
ficant sirrce the Ivsiate deals almost entirely with the 
big landlords who juesumably ofl'er good security. Of 
all rural credit agencies, the Co-oi>,erative Oredit 
Societies are p(‘rha]>s tlie most siu'cessfiil in recover- 
ing their does. Yet, even in their case, though their 
bad debts are negligible, ‘‘ we estimate that the cost 
of management, much of which ivS the cost of re- 
(‘overy, amounts to over two per cent of the amount 
on loan. This largely because so few members repay 
their loans of their own accord/’ 
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tlu‘ most deiailod .oncpiirv into the actually realised 
i^ales of intt^est in rural areas is Contained in (diapter V of the 
Onii al Areas Hankino- ICiqnirv ( -oniniittee’s Report. On the 
l)asis of the evidence ol tlie Inetune-l'ax Otficeis, Officials of the 
t\)-op(*rati ve Depiu tnnmt , the previous expf'rieiioe of debt re<lemp~ 
tioTi scdieines worked out by the ( C-opeiative Department, th<* 
accoUTit books of money-lenders examined at raiHlom, and the 
d(‘cided eases in Ihe law-courts, the Oommitte(‘ came lo the con- 
clusion that while tht‘ lates of ^ross inteiest in rural areas of 
tlH‘ tl)ree centially adrninisteted tiacts are as a j^eneral liiiih, the 
rates of md or realised interest are oenerallv much lower, and 
))ointed on( that in estimatiiij* the real net interest, due allowance 
has to lie made for the following: — 


(1) Interest <»iven u]) by the plaintiff in his claim at the 

time of settling’ old accounts and renewiuj;t* them. 

♦ 

(2) Jnteiesi not allceved by the Oourls at the stipulated rate. 

(3) Interest not allowed by tbe (Joints durino the ])eiidencv 

of the suit. 

(4) Interest reduced or not allowed by the (A)urts aftei* the 

date of the dec ree. 

(b) Numbe?- of instalments allowed without interest so lon^r 
as instalments were jiaid in time. 

{{}) Interest redined or not allowed on costs. 

(7) Inf met uons execution a])j)lieations and inoidinale dc*- 

lays in le^al jiroceedin^s ])ariiculai‘ly those relatiiig to 
xeciition jiroceedings. 

(8) (Compromise made, ])artic'ularly, the practice of Bharua 

(i.e., the ])raetiee of fixing a pric‘c of cattle at a much 
higher rate than what it is really worth). 

lO) Absolute noii-iec overy c>f both principal and interest in 
a large peic entage of c*ase.s. (Vide para 50, and the 
Abstract of Cases, picked up at raudoui from the files 
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ui <l(M‘i(lod (‘uses in tlie la\v-(M)mts of Delhi, Ajiucre- 
Mevwaia, and tiu‘ Norl h-Western Frontier Province, 
given in A]ii)en<lix 7, page 4d!).) 

The J^llijal) FoiiiinitGn* asked all Ineonie-l'ax Ofiieers to es- 
timate the net protil fioin money-lending alt(‘r all the ex[)enses 
and bad debts admissible iindei the Income-Tax Act liave \mn\ 
taken into consideration; and have tabulated their re])lies in state- 
ment* A(». Id of their rejaart. “ Tlu'se show rates varyiiig from 
4.1 per cent to 12 ].mm cent ; seven mentioned lates t) ])er cent or 
less and only two rates ovei* 8 ]>er cent."^*^ 'This is confirmed by 
the evidence of Mr. Draym*, an (vxe<‘utive officer in intimate toin h 
with his distri( t, who put tiie n(*t piofit (d i ln‘ i in al money-lender 
in (Turgaon at only b ]>,er cent. 

In tl)e face of this mass of evidence as to uirsatisfactoi'y re- 
covery, it is idle to talk of increasing banking facilities and 
lowering the gross lates of interest in lairal ar(*a so long as the 
existing state ot .jiidicial administiation continues. As the Cen- 
tral Areas Danking Enquiry Cennmittee ])eit inently remarks, 
Xo stiong superstian ture of banking and c redit can be establish 
ed on the foundations of non-recovery or inoidinate delay in re- 
covery of loans. Even investment in gedd or silver ornaments is 
more ei'onomic tlian loans which aT<‘ eithei' i rreco\ eiable or rca/over- 
abl(* but with gieat ditiiculty, and after inordinate delays.’'^- 
Thus the ceiitral ]»roblem of banking in India is not the 
smoothening down of the disparity between the bank-rates and the 
market-rates in this country ” ; hut the pi'oblem of recovery and 
im]>i()vement of security by radically altering the existing law' and 
the system of administration in the country. Once this is done, 
the gross rates of inteiest will easily come down. As the Punjao 
Committee (vxplains : “ At j>reseiif the village rates for unsecured 

loans are high l)eeause recovery is both costly and diflieult. 


Vide para 201 of the Report, 
Vide para 184. 
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Eliminate or mitigate ilih taetor, and the rates will automatieally 
tall. is rems(/tuil)l 1 / (ihu/Mhnif aihd lenders are lef/ioti, hat 

.secnriijf /w Ixid. First-rlass security is available in jewellery aad 
land, but rarely ottered as long as ]).ers()nal security will be acce])t> 
(m 1 ; ami the cultivator’s |>(*rsonal security ivs often a broken 
reed.”^^' 

Seasonal Loans. 

iSext ill importance to tin* prol)h'm of recovery is the question 
of |)!()viding adeijuate credit for- seasonal loans in agriculture at 
a cheai)ei‘ price. Most of the Provincial ( ’oinmittees^ rejrorts hear 
witness to the large voluiire of loans required for short periods of 
time. Eh(‘ statistics (ollected by th(‘ Hihar Committee show that 
the ])erc(mtage of annual to tiu' t(»tal indebt(*dn(‘ss of the agracul 
turists is 84 ]>er cent in Jhhar, 8b pn* emit in (8iotn Nag])ur, 24 
pel' cent in Orissa, and 82 p(M- cemt in tin* Provim^e as a whole. 
44ie Ontial Areas Banhing Empiiry Committee estirnale that the 
st'asonal loans constitute 41 p(‘r cent and intermediate loans 31‘9 
per* cent of tlr(' liorroAvings of the jrgiiculturists.^^ Xhe Bengal 
Committee ]dace the toial requirements for the shoit-jreriod and 
intermediate loans for- the six million agricultuiists’ families of 
the jn'ovime at crores. The Madras Committee^s figure for* the 
estimated amount of short-term loans stands at TO crores as com- 
])aied to Its. loO cr-on’s of the total rural debt. The Bombay 
Committee’s estirnte of the amoiuit required for the current needs 
of agriculture is 82A crores as against an estimate of HI crores for 
the total rural indebtedm^ss of the province. The C. P. Commit- 
bM'’s erujuiries show that 40 per eerrt of the ordinary cost of culti- 
vation is annually taken in short-teirn or seasonal advances hy 
the cultivators. For* the whole of India, the Central Banking 


Vide para 58, page 34 of the Punjab Committee’s Report, 
^ Vide para 93, page 46. 

Vide page 68 of the Report, 
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Coiiunittee feel justified iu taking* a fionre (»f 800 to 4rM)! crores ‘‘ as 
a lower limit of the eultivator’s recjuireineiils foi shori-term tnid 
intenuediate working (;a]ntal,”^ The question then arLses whether 
it is not pctssible V)v ihe crealion of shoi t-period ag'ri(*ulture j)a])e!‘ 
to provide at a iniicli (‘hea[)er rale of interest essentially short- 
period loans for (‘ultivation pur])oses at a liTut* of file year, when 
there is general slackness in trade and industiy, when the big 
slirofVs are anxious to hrol suitable investment foi’ their funds even 
at 5 per cent and when even the Imperial Ihmk of India can aft'ord 
to lend freely at a very ehea]) rate of interest. I'he experience of 
other couuiries indi(*ates tluit this is, no doubt, possible, but the 
('ssential conditions to be satisfied are: — (a) that there should be 
tto uncertainty about the recovery of these crop loans by whom- 
soever advanced: (b) that tln^ hmding authoi’ily in the village, be 
it a co-o])erati\e society or a village Mahajan, should be conner ted 
with the money-maiket and the (’entral Reserve Rank of the 
country, (other through the indigenous shi(»ft or co-o])erat vve central 
banks oi* joint stock banks, and (e) that tlie bank-rate in the 
slack season in trade, which is the busy siuison for agriculture^ 
should b(> substantiully lower. 

The Agriculturists’ Security. 

’ITiis naturally raises the (piestion of the agriculturists’ secu- 
rity. If the agri(*ulturist is by temperament and habit improvi- 
(bmt and extravagant, any improvement in th(‘ existing credit 
facilities will do him more harm than good. Rut the repoits (d 
the Provincial Ranking Oommittees go to show that the actual 
state of aft'airs is decidedly reassuring rather than gloomy. 'Die 
Madras (kmnuittee’s rejiort shows that improvidence and extra- 
vagance of the agru'ulturivsts is largely a myth,’' fhe loans for 
mairiages and other ceremonies consfituting only R) per cent of 
the total according to reports of the Tahsildais and only 2 per 


Vide para 102. 
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cent of the total a(‘cor(liiio' to those of special investig'ators appoint- 
<m 1 for 12 sehnted villa^es.^ The mass of statistics collected by 
the (’, P. (’onnnittee and summarised in a statement on pages 128* 
29 of their report indicates that (>(> per (‘ent of the total debts iii- 
ciiired are for |)rodnctive ])n!*poses^^ and tlmt only 14. per cent are 
for inaniages and other <‘eremouies and only 2 j>er cent for 
litigation. The Committee rightly rermuk that the mere fact, 
that \u spite of the period of sudden augmentation of values and 
iiM'f eased credit facilities, only 4 ])ei (‘cnt of the cultivators of 
Ifeiar are now in a state of hopeless inde1>t(»dness, while 45 per 
cent of their numlxM' aie (miirely free from debt, is, on the othei 
hand a stToiig proof that mere iinprovidenc(» is not the main camsc 
ol indebtedness.” The Pihar (/ommittee’s figures show that “only 
15^ per cent of tlie total is the amount borrowed for social ofaa- 
sions and tlnw exjm'ss the opinio?} that “ borrowing for liti- 
gation is remarkably rare both according to the investigators and 
the (‘o-o])eiat iv(' banks. ”29 (4>mniittee further assine us tlial 

the enltivator is probably not so extravagant as he is sometimes 
|»i(4ur(‘d.” 4'he statistics collected by the Bengal Oommittee tend 
to show “ <hat litigation, soidal and religious ceremonies niake 
hut small contiibutions to the total indebtedness. The V. P. 
(a)minil tee’s estimate, apparently a guess w ork, based on a com- 
bination of pejcentages provided by witnesses and statistics collect* 
t*d by tlie local IvinjiiiTy (\>mmittee is dti per cent for unproductive 
loans, w hicli includes all borrowings for social and religious fuii< - 
tions, litigation and repaymenl of ohl drhf. The Bombay Com- 
mittee collected figures for only five villages, wdiich indicated only 
19 pel cent iKuuow’ed for marriages and other social jiurixises.^^ 

Vide para 101, 

27 Vide para 740. 

2^ Vide para 53. 

2^ Vide para 106. 

Vide paia 07, page 72, of the Bengal Committee's lleport. 

Vide page 49. 
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Tlu' Asvsinii f'oinmitifv's <*siiiiiate of l>orrt)\vin^s foi* social purposes 
tiud liiiftaiion is only II j)er ceii< for both Assam Valley and Surma 
Valley.*^ This baie lecitrd of <he findings of Uie Commiliees clear- 
ly su< 5 :f»ests I hat any nieasiu e desi|i>‘ned 1o curl ail flie ajjfricultiirists' 
credii, on fhe sn]»position ihai he borrows more for wasteful ]>ur- 
posc.s than for |)i‘odu<‘l ive oi lUH-es^ary pur])oscs, does grave in- 
justice to him. 

The Agirioulturist Not Insolvent. 

\or is the agri<‘u]f ui ist on the verge of insolvency, as the 
popular cla]) tiap in tln‘ Press, on the ])uhlic ])latform ami even 
i?i I he Legislative* Assemhiy would l(‘ad om* to suppose. The* ece>- 
neunic investigat ions made in seven seleeded villages of Ajmere- 
Merwafa, perhajis the* le*ast preispereuis provime* in the* whole* of 
India, show tliat not even e>ru* out e)f l‘U owjH*rs e>f lanel had debts 
<‘xe(>e*ding his asse*ts, and that e)nly nine* hael debts amounting to 
oO pe‘i' cent of their a'-^sets: anel eif the* latter, s(*ven weiv residents eif 
a single* village*. Similai’ in ve'stigat ions intei the (*e'onoinic posi- 
tion of ‘Jo!) unal families taken fre>m elenen ty]uV'al villages in 
l>e*]hi shoue*d only Jl whose* net elebt was al>out bO per cent or 
above of their assets. In the North-Western i^bontier Province, 
only lb out of btto fn mi lies taken u|» for i n \ est igation in five 
eliftere*nt village's hael ele*bts ex<e*e*<ling their assets, and only Jl 
whose* de*bts were* bP jier eent ot abe)V(» ed the* value of their pre)- 
perty.f^ 

In the* (’(»nlral Provine t’s, the* value eif gold aFid silver in the 
hanefs of the agrie ulturists is e*stimated at PISS crores, while* the 
value of theii eattle is put eleiwn at boTP e‘re)7‘es. In other we>rds. 
(^veluding agricultural laiul anel house pre»pe*!ty, the value of tin* 
nou-agricultural assets of the agrieultu? ists amount to bo ld crores 
as ag«ainst dbdb crores of the total agricultural debt of the whole 


Vide page 14 . 

^ Vide para of the Central Areas Committee Report 

F. 5 
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pi'oviiice. In the ease of landlords, 45 pei* <^ent of them are fouaidi 
io be tree from debt; while the per(entag*e of the value of the 
landed property that their total debt represents is only 15 per 
rent.^** As regai'ds cultivators, 40 per cent of them are free from 
debt, 1’'he net outstanding- debt per cultivator, excluding seasonal 
debt, is estimated at 1(>7 rupees, while the jewellery per culti- 
vator amounts to Hs. 144, aixi tlm value of the cattle per culti- 
vator to Rs. 180.^^ Intensive surveys carried out by the Central 
Provimtes Banking Committee show that onty 3*9 per cent of the 
cultivators arc liopehvssly indebted whili^ their debts amount to 
37 4 pel* cent of tlie total agricultural debt/’-^ 

The Bengal Committee state; “Leaving them (the inter- 
mediaries) out for the moment, if we assume that the whole of 
the cultivatfMl land in Bengal, namely 23 million acres according 
to the return for 1928-29', valued at Rss. 3(K) an acre on an average 
as in Chapter IT belonged to agrieulturists, their property was 
worth 990 crores of ru|)ees. Thus when even liberal allowanoe is 
made for intermediaries, the Bmc/al raii/at u far from insol 

In the Bombay Presidency, the percentage free from debt iu 
three out of five villages taken up for investigation by the Borabav 
Committee is reported to be 333, 39*5 and 37*8 respectively. 

In the TTuited Provinces 4G per (*ent of the cultivators are 
(ic4)t-fieo^ while an addditional 18 per cent are quite well-to-do.*^ 
13ic Assam Committee’s investigations in Nowgong show that 20 
pel cent are free from debt while 50 per cent have debts of 
Rs. 100 or under. The heaviest debts are reported to be one of 
Jis. 500 and two others of Rs. TOO each, but the Committee add 

Vide page 90. para 17.3 of the Report. 

Vide para 720, page 123 of the Report. 

Vide para 137 of the Report. 

Vide para 130. 

^ Vide para 339 of the Report. 

Vide para 344 of the Report. 
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that the ansets of thehe three villages (Ohakkurgaori, Baudhara 
and Baligaiiigaon) are far more than their debts. TJie Burma 
Committee venture to express, on the basis of general impression* 
of district re])resentatives, the opinion that the only 131 per cent 
of the agrieulturists have debts exceeding the valiie of their pro 
|)ei‘tv. lhat 14 })ei c*ent Indong to class A and are free from debt 
and have enough cattle and paddy lo last until the next harvest 
begins; 2 -) ]>er cent bedong to class B and (consist of familie^s who 
do not belong io class A but who would be able lo pay off all 
their debt if they used all the nion(‘v thev have and sold all the 
paddy, l)ui kept their (at tie; that 2b per cent do not belong to 
class A or H but have debts which are less than half the value 
ol their lands OJot (‘(uniting other projierty) ; and 22 per cent 
I.elong to class 1) consisting (d' those whose* debts are more than 
half the value of theirdands, l>ut are leas than the value of their 
property. Tin* Bihar Oimmittee have tnade no estimate of tHe 
assets of the agriculturists, but re]>ort that onlv o per cent of the 
landlords are heavily iruh'bted (i.e,, their debts exceed 25 thousand 
rupees'); 10 per (*ent are heavily indebted (i.e., their debts are 
b(*tAV(*en (btHT) mid 25, (KM) raipees ) ; 7 f>‘‘r cent are lightly indebted 
(i.e., their debts are between 1 arpl 945 rupees), and 35 per cent 
are absolutelv free from debt. 

These figures make it plain that no drastic sief> like a Special 
Hural Insol YCMicy Act is really lUMuled as a remc^dy against agricul- 
tural indehtedness, and tliat secuiity for credit would 

exist if only the agricultiiri.st’s asstds could lie mobilised as a 
basis of his credit. 

Nature of Agrioulturiate’ Aasetis. 

Thi.s leads directly to an en(|uiry into the amaujit of rural 
savings and the nature of the agricultiLrists* assets. Very few 
Provincial Committees have really gone into this matter fully. 
But the evidence, such as it is, indicates thal a very aabaiautiat 

VfUf Assain Coinmittee\s Export, page 
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is {irtually savtMl and tdtinvr Icx kod up iii the form of gold 
and silver, or inv(‘shMl in <*atll(v, land and house property. 

Tlu‘ Ontial Areas (!oimniltee estimate that the annual Hav- 
inps of the rural population amount to 2d'd4 lakhs in Ajmere- 
Merwara , and to 20' TT lakhs in Delhi, aJid that the value of gold 
and silver in the hands of agrii ulturists is 87 0 lakhs in Ajmere- 
Merwara, 2(M2 lakhs in Dtdhi, and 020 10 lakhs in the North 
West Province. 'Fhe (\ P. (joinmitteehs investigations based 
upon the admission> made by (>,7)81 families indieate a ttdal of 
lOHSfir) lakhs as the amount invested in gold and silver while their 
(‘stimate of the normal l>alanee of agricuiltural ineonn‘ over the 
neiessarv items of exj)enditure in a normal year imludiug interest 
c harges at slijiulated lales lead them to estimate the annual savings 
at 121 1 < rores/^’ lln* Punjab ('Ommittee have* mad(‘ no estimate ol 
the total umcmnt of gold and silver, but mention tliat annually about 
2^ erores of ru|»ees are sj'ent on file purehase of jewellery in the 
Punjab, ddu' Pential Provirua's ('ommittca*, whieli alone has giveji 
us an estimatx* of the value of the rattle in tln^ hands of the agri- 
euliurists, stab* tliat this amounts to 1917 erores for agrieiiltural 
(*altle and to jarTyf} erores for non-.agrieuitural eattb*, making in 
all 20-72 erores.^ 

Most of the Pommitle(’s n*j) 0 !t very large amounts invested 
in laml, in spite of tiie fact that investment in land is, at its pre- 
sent inflated values, uneeonomie wlnm <'ompared to other forms 
of investment. The (h lb Committee mention purchase of land 
as a favourite foini {)f investment of surplus capital and add that 
experience shows that th(» desin» foi land olteii obscures its real 
vabie, and that the prices for land in many eases, particularly in 

The uonmil debt of the agriculturists is estimated to be 213 lakhs 
in Ajmere Merwara, 85 lakhs in Delhi. In the N.W.F.P. the net debt 
ef the whole rural po|)ulation in the busy season is estimated at f)40 
lakhs. 

Vide, pages 11 1 12 of the Report. 

Vide para 1675 of the Report, 
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the eottoii y 4 one where there are rapid ftiieluaiioiis in the price ot 
aKi'ieultural prodiue, are inueh often hig-her thati the productive 
ea])aeity of the soil would justify/’'*'^ The Punjab (■onuuittee point 
out that with a rapidly inereasiiig population, lln^ ])urchase of 
land “ has become almost a mania,’’ that “ so great has been the 
de]nand for it tliat ivi ten years its prices have* been doubled, and 
in the last five year’s nearly tiA <‘rorc»s have btien paid by Panjabis'^, 
and many more frromised, for canal colony land in the Punjab 
Hhawalpur and Pikaner,” and that “ in ten years errding IB2H>2L 
UMifiuctiiarv mortgage debt increased l)v 211 (rores, over three 
fourths of whic h was locdrably advanced l>v agric ultnrists.” And 
ilris ill nSfritc* of the fact that “ a sfatcnncml for* acres 

(148,(WM> c nltivatc‘d ) administeicul uncicn thc» (Vmrt of Wards Act 
in differ c'lit parts of the Piinjah givers a net retuiii of 2^ per cent 
and that broadly speaking “ in the Punjab, the net r*eturn of land 
to a jieison (iwing but nc»t cultivating It, is prcrbably about ‘1 
per* c;coii.”^^ Thc‘ Hornlniv (\>mmittec‘ also r’e])ort that ‘‘ when 
large* sur]dus(‘s accrue, as thc*y did during thc» ])eriod of high 
prices, purchase of land is a favourite method of utilising these,” 
and “ such pnrc hasc*s are often unec onomic and tend to inflate* the 
value of land,”^^ Aecoi cling to the* Madras (bminittee'^s Report 
the* fnilk of Icurding is done by laiyafs and the land change.8 
hands frcmi one* raiyat to anothen*. As an investment, “ wc* 
are fur ther told, ” \\ c*t lands in the delta yield 5 to 6 per’ cent 
on the sum irivestcMl.” Almost ewerv Provincial (V)mmittee re- 
]M)i'ts a tromendoiis rise in land values during the last twenty 
yc'ai’s. with the result that laml has jiroved to lie, in sjrite of its 
low yiedd, “a good investment for- those trho hifUifhf to .vc//.”^ 

Vide ))ara 2251 of the Report. 

'•‘'Vide para 221. 

Vide yjara 302. 

Vide page 81, para 107. 

Vide para 221 of the Punjab Report. 
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Tlie amount ot money sunk in house property is also very 'Sub- 
stantial. In the rural areas of Delhi, the value of house proper- 
ty per family is estimated at Rs. GtKIO, while in Ajmere-Merwara 
it is estimated at Rs. 288*5.'’^ The Punjab Committee tell us that 
“ the whole aspect of the countryside in Julluuder has l)een 
changed in the last thirty years, by the building of pahka houses, 
and it is evstimated that in llundala alone (population about fou: 
thousand) six lakhs have been spent in this The.se 

figures go to suggest that a detailed enquiiy into the amount of 
(capital invested in house |)iopert,v in other })rovince is needed for 
a proper estimate of the value of agricailturists' assets. 

Tlie foregoing survey of the main form of assets of tin* agl■i- 
( ulturists indicates clearly the general lines of banking develop.- 
ment. 'bhe task (jf educating the agriculturists to abstain from 
those ff)nn8 of investment which yield little or no income or give 
a return lowei* than (^ven (Government securities, must necessari- 
ly take generations; and the only f)racticable remedy at present 
seems to be ir> the direction of ( reating forms of credit designed 
specially to mobilise these assets as a basis of credit. Any legis- 
latiori that seeks to lower the value of these assets as a security 
or attem])ts to judge the solvency of an agriculturist by refereme 
to his income rathei- than ])ro])erty or declares inalienable any of 
his favourite forms of iuv(»stment, will not only militate against 
the successful working of any special form of credit designed for 
this purpose, but would (onfirm the agrifailturi.st in hi^s urieco- 
Tiomic habits. 

Diversion of Local Funds* 

One other aspect ot the matter needs special mention. The 
rei)ort8 of some of the l^rovincial Committees contain here and 
there a hint tliat the existing banking and financial organisation 

Vide T)age 145 of the Central Areas Committee'is Report. 

Vide page 45 of the Report. 
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aiid the lines of hanking development in India are doing con- 
siderable harm to the countryside as well as to some inland cen 
ties of trade and industry. 

The Bombay Committee aie < onvinced l>y the evidence record- 
ed by them thai ‘‘ the diversion of funds outside the districts has 
in some centres gone too far,” and that “ the ])inch is beginning 
to be felt seriously by tlu' local trade, industry and agriculture.” 
They are of opinion tliat “ in view of borrowing from the rural 
and urbaii areas uiuh'r the jurisdiction of local and ])rovincial 
authorities, the (Vntral (fovernnient incur a certain measure ol 
I cs])onsibility for seeing that the local population have the beiiefi: 
oi the general savings of the eommunity foi' their economie do 
velopment,’- and suggest ” that the Provincial (b>vernment should 
have a claim on the Central Uovernment for cheap fund> foi the 
develo])ment of agrieultur(‘, trade and industry and for the grant 
of loans to pnblie bodies, sm li as muniei])alities and local lx)aTds 
on Tea sona bl e ter in s . ” 

The Central Ibovinces Committee likewise comment on the 
considerable sums that have Ix^en invested in Post Office Savings 
Hanks and P<istaJ (^asli Ceitificates and point out that tbeiy are 
o[)en to the objection that they o])erate as agencies for divert- 
ing the wealth of the countryside for th(» benefit of tirban enter- 
prise. The evil at ])r(*.sent. they admit, is not great as most 
of these savings come from urban ureas but they ai*e definite- 
ly of o])inion that ‘‘ in future if rural areas aie to obtain the full 
benefit from a wholesale and successful campaign for develop- 
ment of the investment habit in the countryside, we must be 
careful to see that the capital invested in rural areas Is made use 
of to provide corresponding credit facilities for agricultui'e.^'^ 

Vide para 2f>l of the Bombay Report. 

52 Vide para 2265. 

^ Vide para 2266. 

5^ Vide para 22<37. 
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I1ie (/eiitnil iVieus Banking Mnqniry Oonunittee raiH<* a niur h 
wider is^siK*. lleterring^ to the Iinporial Bank’s activitios in start- 
ing briui<*hes, they observe: “Only a small ])ortion of the 

umoiints (‘<)lle(*te(l as deposits by the Imperial Bank in these areas 
is actually utilised ))y it for the jnirpose of financing local trade 
and industry, and as a lavsnlt of opening branches of the Imperial 
Bank there is a nunke<l tendency to divert a large portion of the 
local funds from local trade and industry to other provinces. 
Similar remarks are made in respect of the branch activities of 
the ItHlian Joint Stock Banks. ** The branches of (juite a large 
number of banks,” the> point out, “ aim nnm* at collecting de- 
])osits than hel]>iug the development of the local areas by finane 
ing local trade and industry. And tlu^v conclude by saying 
that this general complaint is true* also of the' investment policv 
of insurance' (‘ompauies and (Tovc'rnment 

If these tendenc ies pc'rsist, it is obvious that thc‘ devc'lop- 
ment of banking and investment habit may ])rove to be a emrse 
l>oth for the rural arc*as and inland centres of tiade, for it may 
divert to the ib*c^sidencv towns all available savings, wdiicli now 
s(»(>k investment in loans to agriculturists and local traders. 

Conclusion. 

To (‘onclude, the lines of sound banking development in 
India would seem to lie' in the diiection of improving considerably 
the facilities for ic'c-ovciy of loans, of cvstablishing a /Vnhral 
Bank linked with local credit agencies so as to facilitate lending 
out substautial sums for cvrop loans during the cnltivation season, 
of c-reating sfx'cial forms of credit institutions for mobilising the 
frozen assets of the agriculturists, of taking stern measures to 
bring the value of land in harmony with its yield and so releasing 


Vide para 225, page H74. 
Vide |)ara 2M. 

"'7 Vide para 2:u. 
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the saviiiK^ the peoph* for im^eKtoiejit in l.anks, and of putlijjj: 
a cheek on the iendenev to divert in 1[»e l^resideiiey town< 
funds from the looal areas and inland letdrc's of trade fVn* the 
benefit of iln^ Presidency towns and otlnn hn'f^e Iradin^i* centres. 

Have these essential conditions Immmi ]>orn(' in mind by the 
(Vjitral }laukinjj»‘ fominittee while maklnu theij* i(*((nnrneudat ions}' 
ft is iTn}MiS8ibl(‘ to n<d ice lien* in detail tin* ijjiplication.s of their 
various rcH-ommendations whi< h oven win n suninvarised take os 
many as 21 ]>a^‘(*s of <dost* print. Hiit tin* « 4 cm‘ral im]M‘(*ssion of 
the careful reader, who ( an distin^nisli ihc wood from the indivi- 
dual trees, w<»uld 1 h* oji(‘ of disappointment, 'riicir remedio^s for 
’* the (^xistin^* ImrdsUdjs ( \|i(‘rl(‘ne(Ml l>y lioju'st ej editors in re- 
( overin^ theii- dm‘S ” come last in jM>int of ordm*^'^ and are summed 
uj> in th(* precious sentence: The rtM-ommendations made 

In tln‘ Ib’ovineial ( 'onnriitt(‘<\s in this oonneetioji will lx‘ found in 
A|)])(ndi\ IM w lu*r(‘ w(» liav<‘ indieatial oiu* own vii'ws in the 
iniitter.’’ A iefer(‘ne<‘ to tfiis Ajipiuidiv will show lliat almost all 
tinv reeoninnuidafioiis madi' by tin* Jfrovineial ('(>mnutt(*(vs in ibis 
hf'lialf Inns bi'on lejoetinl. Lnsti'ad of ^UjU’^iestino' remedies for 
1 In^ ^(*nmal dis<^as<*, tin y |iroeoed io nM'omnnmd proteotive le^is- 
lid ion for oeeasional symptoms of bardslii]), arisin;^ pit'ciselv fn*- 
eans(* of tin* <j;(niei‘al dist*aso, such as l<‘oislai ion oji tin* lines ol 
the Ibinjab R(*|^‘nlat ion of Accounts Act of 11)211, a special Rural 
[nso]v(*nev Act, stitfimin^ of tlie Vsnrious Loans Act, (*te,, etc 
Ri^^ardin^ eioj) loans, tin* L<»minitt(*e praetieally ignore* all otliej- 
credit agemdevs except the eoopt'iative iiisi it nlions wdiieb accord 
luft' to tlveir (nvu admissions, bave t^nn luMl only “ Jb million 
people in India and <‘ov<‘r but a small iortion ’’ of a^rieiil- 

turists’ needs^^o wbiej) in sjnte of special fin‘ilities for recovery 

have heavy overdut's ’’ to theii‘ discredit. If tin* financing' of 
the lar^e volume <)f crop loans has to wait on the erowtli of sound 

8ee i>age of the lleporl. 

Vide page IKi 

Vide page 1^2. 

p. a 
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(•o-oj)erative soeieties, one will have to wait till the millenniuiiii 
dawns. And it is futile to recommend, without providing quick 
methods of recovery tor crop, loans, that ‘‘ banks should take the 
initiative in the matter of encouraging usance bills for the finance 
ing of village bankers by suggesting this method to shrotfs seek- 
ing accommodation from them.’’^^ No elective meMisures are 
suggested for mobilising gold and silver as the Imsis of banking 
( redit l)e;yond the pious observation that if the joint-istock 
banks would liberally extend the systcvm of advance^s against pre- 
cious metals iiKluding ornaments, the fairly well-to-do among 
the (uiltivators would be* saved to some exient trom the clutches 
of the money-lender,’'^ though the Mana gci* of the Northern 
India Ibaiiches of the Tm])erial Hank agreed that “ there arc' 
great possihilitievs of iiuneasing the husiness of advancing loans 
against gold and silver ornaments and renhuing tlie rate of in- 
terest on such advances during the slack scmsoii, if the Imperial 
Bank could woik through agents who can irrotc^ct llic clients from 
unduc> ])ublic'ity and who are more in intimate* touch with the 
|)ubHc', particularly the agriculturists, return for their 
servicc\s are left with a wcukabh* margin.”^ 1'h'e 'recommcui- 
dations regarding mortgage credit are halting and unsatisfactory. 
Thunks to the foreign Imrrki ng experts, the (Committee were 
forcc'd to considc'r tin* oj)eratic>n of the* bicnd Alienation Act 
which makers it iiii]>ossible tor the lc*iider to secure the right 
to a free sale of the* hind which through dcd'aiilt of the mortga.gor 
may have to Ix^ taken over by him.’^^^ Hut while recognising 
that '' the c ommeua ial huid mortgage hank may j»erhaps lie liettei 
suitf'd to finance* big landlords or zamindars and recommending 

Vide para 597. 

6- Vide para 252, page 193. 

63 Vide para 230, C. A, Banking Enquiry Committee’s Beport. 

6^ Vide 1052, Evidence before the C. A. B. E. Committee in Delhi. 

66 Vide })ara 227. 

66 Vide para 199. 
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tlie tlevelopineut of well-organitjed juinf Atoc/x laud uiortgag*e 
baiikiug' iu this (•oiintry foi the iH'uetit oi; the uuiueruus classes ol 
landowuers who cauiiot Ix' adequately served by the co-operative 
cre<lit oi’gauisatious Ihey not only limit tlie benefit of the neces- 
sary amendment 1o the existing* restrictive legislation to co-(jp(^r(i- 
hiive land mortgage banks only but also circumscribe its scope by 
adding that “ the s<de may be restiicied to the agjiciiltuial tdasses 
ar*cordi ng to the in'ovisioiis of prevailing legislation ” so that no 
question of i>olicy in regard to ])reventing expropriation of these 
classt's is intended to be touclied by this juirticiilai' lecommenda- 
tion."^® Other tiiflieiilties created bv the existing moitgagt' law 
and legal p,i*oc('durt‘. though jroirOed out bv some of the Ib'ovdn- 
cial Cdinmil tees, ai(> sini])ly dismissed n itli the easy-going r emark : 

W e recognise that other eonsidmatioris may lx* involved: arril 
\V(’ must accnidiiigly h'ave it to tin* governments concerned and 
tlieii' legis]atui*es to \A(*igh the vai'ious considerations involved, 
and deteiinine what action should be taken in the matter. Nor 
are the details worked out with care as one had a right to exireet 
fioin tht* (Central lianking ( ’ornmittee. For* inslariet*, it is obvious 
that with rnoiK'y bor'rowtal at h ]»er* ct*nt. no borr*owei' i" in a 
position to repay out ol his iitcomr a loan to the extent of M) per; 
cent ol tin; value of his land if land as an itrvestnn*nt viehls, as 
it does in the Punjab, only to d [km cent. The eomplaints ol 
the Provincial Ponrmittt'es against the diversion of local flll)d^s by 
hanks arid tfoveiimu’nl met*t with mr Ixdtei' fate. Thc' ierm*dies 
suggested hy one of tin* Provimaai (ommiitees an* diihlH'd ms 
iinwi>i'kal)le and the })ublie is asked to derate consolation fi*orn 
the fact that *' such a (‘ornplaint is often made in other countrii's 
also in a general way against the joiiit-.sto(*k banking system 
and to share with this exirert committee the lioire that '' when 

Vide para *235. 

68 Vide para 228. 

09 viii^ 5 ^ 2 . 
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tin: v(‘ Bank is eHtabliHlieil, it Avill laake* It its policy to see 

that t|j(‘ mjuireimaits of tlu* vaiious jnuts oi‘ the country in re- 
^^ar<l to hivnkiiifj’ hiciUties aic diily iuet.’’^o And as reguids the 
Govciiiment, the ( ’oiainittec, >vlule diHdariug tlieniselves aj^ainst 
ear'-inakin;^' a spcM itierl portion of Postal Saviiio- Deposits and Go^ 
vcDnuent l)oriowing‘N for agiieuliural t)r industrial purposes, 
abstain troiu passing judginent on tlie Govern lueut's borroAving 
])o[iey, the amount, t(ie time and tJn* terms of their borrowings 
and tlnur (vffect on tln' general level of interest mtcAs and on tlu‘ 
developimnit of trade, industry and )>anking‘/' 


Vid<^ para 
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HY 

J. K. Mehta. 

Leoturer in EeonoHiies. University, of Allakahad. 

Doiuaiul for a coinnuKlity is ilii‘ uiid oiulitioiial ) desire U\ 
obtaij) t lial coin modi I v bv an act ol exchaD^c, that is, by otVor- 
in;.i some otliei nseliii material oi iiiimatt‘vial eommodity oi 
commodities in iweliajigc' to? it. Thus, demand is a j>artieulaJ 
kind of desire l(*adijig, under eertaiii iavourable eojiditiojis, tu 
the imiehase oi i xehauce ot ( ommodilies. The essential jequi- 
>ites ot demand are. theretore, three in number. Firstly, there 
inu'^t l)e a want tor tin* ( omiuodity in (|uestion; secondly, there 
tnust be tln^ ability to otter some other useful thing' in exchange 
loi* it ; and tJiirdly, theiv must b<' the willingness to do so 
H(‘nce, therr‘ js a demajid tor a commodit\ "when a ))tM.so]i is 
willing and callable ot offering something in exchange tor it, no 
inatt(M how small a ijuantity ot that something is. 

Tin. rt' are wo iters wlio define tin* word demand in terms of 
Its ijuantitA, that is, in trinis ot the (juautity ot* tin* eommodity 
|)ur(‘has<*d instead of defining it in terms of the essential desin* as 
wo hav<* done alnna'.^ Thus, .Mill writes, (we must) mean hy 
tin* word d(*mand, tin* quantitv demanded,’' ami Messrs. Weston 
and Oiew , in their dictionary ot Kconoiiiie teiins define the term 


t Many otliej- writers have explained the term correctly, but a few 
o?}iy have made tin tittemiiit to friunc logical definitions. Ely says, 
’ EfieA*iive demand is sometimes defined as desire coupled with the 
ability to pay.” Seager wTites, “ Demand . . . denoted effective de 
sire coupled with ability to paj’^ the current price for the desmed object 
And Cairnes defineB demand as the desire for commoditieB and ser 
fices, seeking its end by an offer of general purchasing power. 

r>of 
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(lojiiijiul as “ tile ainoiiiit of the artiele wliioli will bt^ bought at a 
given juice,” but later, (hanging the view-j)iomt, express the 
es,s(‘ntials cjl ((enuind by saying that (leimvikd is wish to purchase 
plus puK'liasing power. 

To (lidiiK* (leniand thi s in tenus of the ('oiniiiodities [uirchas- 
ed is ivally to coiituNe tlit' eouhotaliou ot the tcu'in deuiand with 
tile t|uant itati ve UK’asure ot its denotation. 

Accoiding to oiu definition ot the term deiuaiid, almost every 
[KM son can be said to have a demand tor diamonds ( iinless he o? 
she is a diamond liattu ) because evcuy pei-son can geneially otter 
something or tln^ otJier tor a diamond. dliere are peoplt' who 
would reject this definition uJ demand on tlu> ground that pom 
pcj'sons w ho ( an olt( r only a lew annas tor a precious diamond 
lannot be said to have a demand toi it. Such an objcM tiou to, oiu 
definition is the rcvsiilt of contusing the connotation ot the term 
chunand with its denotation. As we shall sec latei*, sucli poor 
persons cei'tainly have a demand tor diamonds but tlm inteiisity 
of their demand is too low to give rise to the pUK'liase of tlu)S(' 
dianionds. It would be much less objectionable if we said that such 
poor jieisons hav(* no demand fur diamonds at the current pjic(‘, 
say, when the prict* is Rs. jier diamond. But then what is 

i(*ally nu’ant by demand here is its intmisity (measuK'd in terms 
ot the ([uantitv of the' (commodity purchased). Tu the case of such 
poor persons, the demand curves, as commonly diawn, arc too low 
to cut the corresponding supply curves; but the denuiiid is there 
all tli(‘ same. Hence, ther<:^ arises the lU'ces^sity, sometimes, of 
prefixing the word ‘‘ (’Ifei tive ” or ’* efficient to the term de- 
mand. Tims, S(‘ager writes, Denuuid . . . denoted effective 
desire coupl(‘d with al)ilit> to pay. . . And Ely says, E-flw- 
tivt5 demand is sometimes defined as desire cioupled with the ability 
to pay.” Marsiiall, however, is more careful, and he preserves the 
true sense of the tenir demand when he says, “ His demand be* 
coims efficient, only when the price which he is willing to offer 
j‘(\K‘hes tliat at wdiitih Others are wdlling to sell/’ 
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The Measurement of Demand. 

It IB ienll> the luoasurt* of th(‘ iuieiisity of (louuiiui that 
liave ill view when they define deinaiul in <(‘inis of the (Ui^iitify 
of the eoniimHiity iKiuaht. Walker’s Htateinent — (hnnand BieoiiB 
fhe (jiiantity ot a given aiticle which would 1 k» taken a1 a given 
priee ” — heconies more eoiicMd when tlie words ‘‘ the intensify of 
demand is nu'asnred f>y” suhsf if iited for the words ‘‘ demand 
means.” 

1’here an^ two wa\ s in whic h demand is generally nn^asnied 
Some writers measure if Iw flu' unifs of the eominodify hough! 
while* otluMs measure* if by fln^ quantify of purchasing power off cm 
cmI in suijjporf of the* desire for commodifies. 

Demand heiiig defined as a desire*, its mc*asnrem(Mit must in 
Yolve the consideration of the intensify of flic* dc*sirc‘ for the com- 
modit> which is to he procured hy an ac t of c'xchange. HcMu e, the^ 
(h'lnand for one* unit of a commodity is measured liy the iufensify 
of the desire or tlie kcHMim\ss with whiedi that unit is desired (in 
exchange for somc^thing cdse). Tin* desire*. lM*iug a mental feel- 
ing, c annot he direc tly measuiod «ind }n*nc(* recourse is liad to the 
medium of money — the* measuring rod of all motives ami desires. 
If a ]n*rson is willing to offer Its, ID for the first unit of a com- 
modity we may, for ])raetieal jMirposcvs, argue* that Its. ID measure* 
Ihe iuteusity of his desire for that unit, and that, thc‘refoie, the 
same* amount also mc’asures his deiuaiiel for that unit. His total 
demand for the* commodity (and not tor one* jiartieiilar unit) is 
measured In adding together tin* amounts whic h he is willing to 
pay for the successive units of the eommcHlity. Tf he is willing 
to pay Rs. (» for the* second imit, Rvs. 2 for the third unit aud 
nothing for the fourth unit, we may measure his total demand by 
adding up th(*s(* amounts and sav that his totid dc'maud lor the 
commodity, when measured iu money, is Rs. 18. 

Hut such Ui uieasurenieut of the total demand is of A"er,y little* 
use except wdien the chief ohje^ct is to (‘alculate the* total iitilitv 
or the c'onsumer's surplus. The ec^uumon mc'thod of measuriu<»‘ 
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^onuuHl irt fiisv. to sissiinHv a tixod prit ^’ aiul theiv to aun»>»\ire tho 
fr)tal demand at thai juice*. If tla* market pricf^ in the above 
oxamjvlo Avere given as Rs. H, wo know that the jn^rson would pur 
(*ha8(‘ only tAvo units and his (effecti\'e) demand would l>e men 
sured In lis. Id. To say that at the price Its, (> his demaml is 
Hs. It) is to ex])ross in a crude ami confusing way what <‘an b<’ 
clearly and dii‘e( tly expressed hy saying that his demanil lov 
tAvo unils ol Ihe commodity is measiired by Bs. 1(>. 

Though t<MduHcally ( orveci , our methcnl of nn^asuring demand 
is of ver\ litth’ ristn Sonic writers, perhaps for this reason, pre- 
fer to measure demand, in terms of money, by titc total annm*'' 
jiaid tor the comnnality lamght at a tixed price. Hut, W(‘ should 
remember, th(‘ amount ar tcally ])aid can m'ver be said to measure 
demand, which is a desire to buy a commodity. ^Fhe desire can 
be ineasnred b\ tln^ amount Avhich a po'soii is Avilliug to pay and 
not by that anroiml niii<]i be actually pays, under a competitive 
system ol sale. .Vltbougli the amoiint Avliieh he actnall> 
pays varies directly Avith the amount which lie is Avilling 
to |)aA', yet it docs not neee.s,sai ily varA ])jo])ortionally with it, anri, 
therefore, in no aa ha can the amount acTual]\ jiaid for the eivno 
modity be said to measnic' tin demand for it. 

The effective (hnuand, Avhieh means the desin* to p^r•cha.S(^ the 
commodity at (lie jucA'ailing juice, varies Avith the intensity oi 
the de>sii<» Avitl) which tin* Amrious units of the commodity art 
AvantiHl and with its jiricc. In other words, aw may say that, 
the intensity of effective dduand is a. function of thiw Aurriahles. 
the initial intensity of desire (the desiri* for the first unit), the 
rate of dec tease of this intensity, ami the pricie Tln^ price being 
fixed, the effective demand, therefore, A^ories with the other irvo 
variable factors: initial intensity of desire and the rate of its di 
minution. Henc^e, one Inan^s efferdivci demand differs from aii' 
other’s due to d Iff eremees in (1) the initial iuteusity of their 
desire, anrl ( 2 ) the rate of their decrease. Rffwdive demand i» 
measured by that portion of the desire Avhieh can he satisfied by 
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actual [KirchaHe of coniinoflities. For this pur])()se, therefore, it 
is necessary to presuppose a (j^iven) fixed price. All that (an 
leally be measured, when the number of units of a commodity 
jiurchased at a given price is known, is the marginid intensity of 
the desire, that is, the intensity of desire foi the marginal unit 
For instame, if a [lerson buys 4 units of a (ommodity at the price 
lis. ID per unit, it is obvious that the intiuisity of his desire fm 
the fourth unit of the (om modify is Rs. ID. More than this we 
cannot measine with ttnvse insutti<‘ient data. It is true, of course, 
that the greater the number of units which one can buy at tie* 
given price, the greater is, generally speaking, (peihaps always) 
the intensity of the total (himnid. Rut this only shows that the 
number of units ])U]ehased at the given price is an indi<‘ation of 
tie* intensity of the dcTuand atel not that it is a m(*asure of it. 
The nedhod of measuring d(»mand by the number' of units pur- 
chased is, therefore, open to the saue^ objec tions which were levcd- 
lecl against the former' manner' of measuring it by the amount ol 
money aclually expended in the* purc hase of the commodity. 

I\bective demand, being that demand which can be satisfied 
by c*xc hange or jnm hase of a (ommodity, should really 1 h‘ measui'- 
ecl by the total amount a person is willing tc» pay for all the units 
of the commodity ])urchascci. If i am willing to pay Rs. 10 for* 
the first unit, Rs. (i for the sc'cond and Rs. 4 for' the third I will 
buy units wbeu the* price is Rs. 4 ])er‘ unit. My effective de 
maird is, thc^refoie, mc*asur’ed by Rs. ID plus Rs. (> plus Rs. 4, 
that is, by Rs. 20. 

Howevc I*, demand as used in the* enunciation and (*xj)lanation 
of the law of demand, is not thus measured. There demand 
stands for effective demand, as defined bv ns, and is measured bv 
the units of the commodify which are juirchased or intended to 
be purchased, [n the above example, therefore, the demand at 
the price Rs. 4 ]>er urrit, is said to Iw* three units. And when it 
is stated that demancl increases when the prr(*e falls, it is the 
increase in the nnml>er of units purchased that is meant to be 
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indicated and not the increasing’ of the total intensity of desire 
with which those units are purchased. 

Sidgwi(*k has pointed out that demand may increase in two 
dift'eriud ways. A clear iMiderstanding of these two kinds of In- 
creases is iKMcssary in order to peneive the precise causal rela- 
tion between ])rice and doinand. In the absence of two dittVrent 
terms io .signify the two distinct kinds of increase of demand a 
great deal of confusion is likely to arise. 

The demand increases when priee falls. This law of demand 
sstates that the effeet of a fall of priee is the inereas(» of demand. 
Hein e the increase of demand is the result of the fall of ])rice 
But when it is said that an increase or rise of <leinand leads io a 
rise of juice, the change of demand is the cause and the change 
of price the result. The causal relation is reversed. The first 
kind of incr(»ase is called by Sidgwiik (‘xiensiori of (hunand and 
llie second, intensification of demand. 

It will be deal from the foregoing discussion that in tin* 
expression extension of demand the t( rm dmnand is used in 
the s(uis(‘ of (dfeotive or eiticieni demand, for when the pri(*e fails 
tlu‘ intiMisity of the desire for a jiariicnlar unit of the (*ommodity 
does not necessarily incii'ase, only a gi (Miter jantion of the total 
desire is satisfied. 

In the cx])r«sssion intensifiiation of demand " the term de- 
mand is used in its true sense, sigriifving the desire to procure a 
eornmodity by an act of exchange. The increase of demand that 
iimds to give rise to an increase of juice is a real intensification 
of the desire foi* the (‘(immodity concerned. It mav be noted 
iliat intmisific ation of diunaml is rejiresentcd bv raising the de. 
maud curve to a higher level. 
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The ivltilioii of lejil 1o price has lou*^ htMMi a subject of 
coJitjoveisy uiiioii^' econoiiiisls. Broadly sja’iikino, thcii* ar(' 1nv<» 
diiftueiit theories about it. According 1o one. rent is not a paM 
oi tlic cost of production, and inunc' it does not iiiHumice prict?. 
Tlie other tlieoiy says that rent is as iinn li a ]>art of the cost f)l 
production as wa^'cs, and atVects price in tin* same \va\ in which 
tile earnings of labour do. 

Of thes(‘ two theories, the liist is associated with the name of 
Uicardo. ’* Oorn is not high," says In', * becaust' a lent is ])aid, 
but a rent is paid In'cause corn is higli . . . that corn which is 
pKiduced witli the greatest ([uaiitity of labour is tlu' regulator oi 
tin" jirice of corn ; and rent dot's and cannot enter in tin' least 
degree as a component part of its price. 

llent, ac'conling to llicardo, is puridy a surplus. When iand^ 
of diiVeuvni feitility and situation art' cultivated, the cost of ]U‘o 
duction in the jMionst lauds thus ('iiltivaled is tin' highest, and 
if society needs tin* ]>rodiw*e raised frtun them, the luice must b(' 
sulhciently high to t-over this cost. Sinct' tin' cost of ])roduction 
in the case of sujierior lands is less, tln're accrut's a surplus in- 
come from their cultivatitui. This surplus income, owing to the 
eompctitioii of farmers, goes to tln^ lamlloid in the form of rt'nt. 

As cultivation is extended to iirlVrior lands, llicardo savs that 
it may be ]nofitable to t'luploy additional capital and labour to 


^ IViiiiciideB of Political Economy and Taxation, edited by Gonner\ 
{>IK 51-^5. 


•MIT 



m 


K, B. SAHA 


tbu.se lands wliicb are already euliivated. The return uo doubt 
will diiuini.sb ; but it also diiuiiiishes wheu eultivation is extend- 
ed to poorer lauds. If the diiuiuution in return is not greater in 
the tormei* ease than in the latter, sueb application of labour and 
capital will be made, Prie<^ will cover the cost of |)rodueing this 
additional amount of su[)ply. There will he a sirrplus in this case 
also from the intTu-marginal dxjses of labour and eapital; and this 
surplus will he j)aid as rent. Thus in what»»ver way Ihe supply of 
agrieultiiral produee is increased, the marginal cost rises; and ir 
is this marginal cost which determines price. Sima* rent is no 
|)art of this marginal cost, it rloes not enter into ]>ri(‘e. On th<' 
other hand, rent is paid, because rising prices, by extending culti- 
vation to inferior lands, or by a more intensive cultivation of 
lands which aie alreadv^ under the ])lough, produce a snr])lus oi 
dibeiential return to difterent doses of labour and (aipital. 

This Ricar<lian doctrine was first (diallenged bv Jevons who 
ejiunciated the (ounter theory that “ so far as cost of ])roduction 
regulates the values of commodities, wages must entei’ into the 
calculation on exactly the same f(M)ting as rent.’’^ Jevons says. 
“ If land which lias been yielding £2 ])er acre rent as pasture bi' 
])loughed u|) arid used for raising wheat, must not the £2 per acre 
he debited against the expenses of the production of wheat 

Of the two theories stated above, that advocated by Ricardo 
lias dominated econoinic* thought and writings up to the jireseut 
time. The most outstanding supporter of the Ricardian doctrine 
is Marshall who holds a uni(|ue position among all modern eco- 
nomists. Mai'shall develops the inaiginal analysis adojited by 
Ricardo, and says that the employment of capital and laliour in 
(he (cultivation of land is carried to the margin of profitableness. 

2 Preface to The Theory of Political Economy, Second Edition. 

^This idea first occurs in Mill’s ‘Principles of Political Economy/ 
Mill generally accepts the Ricardian theory and considers this case as 
only an exceptional one. See Principles of Political Economy, Book JII, 
C'hap, VI. Sec. 9. 
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As regards the way in which the surplus arises^ lie says, “ Since 
th(' return to the dose on the margin of cultivation just remunerates 
the cultivator, it follows that he will hv just remunerated foi the 
whole of his capital ajid labour by as many times the marginal 
return as he has a])])lied dose.s in all. Whatever he gets in excess 
of this is the surj)lus produce of the land.’^^ Maishall thinks that 
so far as this argument is concerned, it is not necessaiy to suje 
pose that the land on the margin of cultivation should always 
(‘xist. “ What we want to fix our minds on is the letnrn to the 
juarginal dose. ”5 thus see that the idea of the intensive mar- 

gin which is {d>s( lire in the writings of Kicai'd(», is liroiight out 
more (liarly by Marslndl. 

Regarding tlu‘ relation of rent to ])iic(‘, Marshall arrives at 
the same conclusion us Ricardo does, altboiigh the argiiimmt uscmI 
is somewl)at differcuit. The |)ayment of rent by the farmer to the 
lanclloid does not, according to Marshall, affect the general con 
(lit ions of (h'lnand and su])ply and thmefore jii’ice. “ The general 
(oiiditions of demand and su])ply or their relations to one another 
aio not affected by tli(‘ division of the produce into the share ol 
rent and the share needed to render the farnHu’s expenditure pro- 
fitable.”^ f rom this it is a clear implication tluit the laising ot 
agric iiltural |)rodiice is, in spite of rent, can*ied to tin* furthest 
possible limit under any given condition of demand, and woul<l 
not be incieast'd e ven if ail rent were remitted.^ 

L('t us now examine ibese tlu*ori(*s. It must be said at the 
outset that, unlike the other faetors of prodin tion, laud rs a free 

^ Principles of Economics, p. 155. 

Ibid., p. 154. 

^ Principles of Econovmcs, p. 427. 

7 A similar idea is also expressed by Ricai do. He says, No 
leduciion would take place in the price of corn although landlords 
should forego the whole of their rent. Such a measure would only 
enable some farmers to live like gentlemen . . . Principles of Poli- 
tical Economy and Taxation, Clonner’s Edition, p. 52, 
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gift of iiaturo, aiicl it.s supply can neither be increased nor dinii- 
nislied by nuui. A rise in the earnings of tlie other factors will 
bring about an increase in their supply, while a fall will produce the 
ojjposite elfect. No such response is, however, nuule by land to 
its tamings. A rein uiiera lion to the other factors is a necessarv 
condition foi* the inaintenance of their supply. It therefore enters 
into their su])))ly i)]i(*e, Hut for inaintaining the su]>ply of lamb 
no reniuneration is thirs uecesse.ry. That supiily would remain as 
it is, even if no rent Avere j)aid. From the standpoint of society 
as a whole, there is no cost involved, so far as the eni}>loyment ol 
land is concerned. 

This absolute fixity in supply is a characteristic of la ml when 
we look at it from the sfandiioint of socicdy as a whole. Hut in 
regard to any i)aiticular cro}), the sup})ly of land is elastic and 
rcs[;ojRls to the reinunoration that is ofteietl to it. It the cultiva- 
tion of hops begins to yield laigei* surplus than that of oats, there 
is bound to take place some transfer of land fioiii oats to bo}>H. 
When theie are competing demands for land by ditferent crops, 
the su|)i)ly of land for the i)roductioii of any one of them, Avill b' 
determinc'd, among other things, by the rent or surplus yielded 
by it in <*oinj)arIson with the rent obtained from the otlieis. The 
amount of rent thus affects the suj)ply of the crop and hence its 
])i ice . 

There is only one ditfeiem c* between land and tlie other fuc- 
tojs. UMien the remuneration to the latter in any particular use 
incrcMses, their sii])i)ly in that use mav Iw* increased in two wOiJ-b: 
by a diversion from other uses, and also by an addition to the 
total suj)])Iy. ]hil when ihe remt obtained in any jrarticular use 
rises, its supj)ly in that use is increased only by a transfer from 
other coni]>etiiig uses, because the total supply cannot bt* increas* 
ed. Fioni this it also follows that a rise in rent in any use will 
not lead to an increase in the sui)ply of land in it, if the rent 
obtained fjom other tises lises in the same proportion. In other 
AA'ords, it is a comparative and not merely an absolute* change iu 
rent that alfects the sui)ply of land in particular uses, J'or 
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reasons the elasticity in the supply of land in particular uses is 
less than those ot the other factors of production. Ikit in so far 
as this elasticity exists and the supply of land in [jarticular uses 
responds to its remuneration, price is afi'ec ted by rent. 

liicardo does not take into (*onsidejation the fact that differ- 
ent crops compete with one another fr>r land. Accordinj^ to him, 
corn is the only produce raised fre>m it. The entire supply of 
land in a. country is therefore available for its cultivation whether 
th(^ rent obtained fioin it is lii^h or low. Tliere is thus no 8U])ply 
priiie of land which has to be included in the supply price of (‘orn. 
On the hypothesis mad(» by him, Ricardo’s doctrine about the rela- 
tion of lent to price is fimdamentally true. 

It must, how(^ver, be said that the Rbai'dian doctiine, btving 
based on a hvjmthesis divoK cnl from real life, fails to oive a eorrect 
explanation of the aidual relation of rent to tln^ ]>riees of particulai’ 
]))()dlicis. In fly ing to find the relation between the pri(‘e of aiiy 
])aTticiilar agrii nltural ])ioduet and the rent tliat is ]).aid for the 
land on which it is grown, we cannot ignoie the tact that there are 
alternative uses of land and, therefore, the sn}>ply of lainl for any 
particular use jjossesses elasti(*ify and is d(d(»rmined among other 
things by tlie rent that is obtained from that use. 

Unlike Ricardo, Marshall realises the com|>eting uses of land. 
He even lecognises the fact that the snrj)lnses obtained from 
different crops determine the respective areas that will be* 
devoted to their cultivation. Marshall says, “ Thus each croj) 
strives against others for the possession ot the land; and if any 
one (uoj) sliows signs of being more remunerative than before re- 
latively to others, the cultivators will devote more of their lands 
and resources to it/’® Again speaking of the competition of dii- 
ferent crops for the same land he savs, ‘‘ In this case, the surplus 
which he (farmer) could obtain by growing, say, oats u|)on it 
would come into his mind when <le(’iding where to set the limit 
to his pToduction of hops.’^^ 

® Principles of Economics, p. 435. 

^ I bill., p. m. 
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But thou«li Maishnll realises these ta(‘ts, he does not admit 
that rent is an element in the eost of prodiietion and therefore it 
aifeets price. To the question asked by Jevoiis, which has been 
quoted before, lie j;>‘ives a detiiiitelv nef»ative answer. He says, 
“ 'rhe?re is no ( onnection between the particular sum of £2 and 
the expenses of production of that wheat Avhich only just pays 
its way/’^® Again speaking- of the i^onipetition of oats and hops 
for the same land, he says, But even here there would be no 
sinqile numerical relation between the surplus or rent which the 
land would yield under oats and the marginal (‘osts wbii h the 
price of hops must cover.”^^ 

Marshall's argument on this point does not seem to be very 
(onviiu-ing. It will be notieed from tlie quotations given alK)ve 
that once he says that there is “ no (onnection/’ and then he 
maintains that there is no simple numerical relation,” lietween 
the marginal cost ot producing a crop and the rent yielded by a 
r ival. As regards the first view, it is diffi<*ult to maintain it ; 
while as regards the second, there is not much significance in it. 
If on account of a rise in demand, the rent obtiiined from hops 
increases relatively io that obtained from oats, there will be soim* 
transfer* of land from oats to hops; and, as a consequence, the 
marginal cost of producing oats will ri.se. How can it he said then 
that in such a case there is no (-onnection betwwm the two^ It 
is of course true that there is no simple numerical relation be- 
tween them. But the absence of such a relation does not mean 
that there cannot for this reason be a causal connection. There 
is no simple iiumeT-ical relation between the interest on the capital 
represented by a machine in a business and the cost of the margi* 
nal unit produced by it. We do not for this reason say that the 
interest that has to be paid for the employment of the machine 
does not form a part of the noi-mal cost of production. 

'^0 Principles of Economics, p. 437 n. 

ibid., p. 436. It should be noted that here Marshall takes his 
staTMl on the absence of rent in the marginal cost of produetioii.^^ 
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MarshaU’s explanation is that in siu h a ease, a rise in rent 
inerely serves as tlie medium through whieli the rise in the mar- 
ginal eost and price of oats is brought about. The “ truly opei- 
ativ(' cause ’’ is the increase in the demand for land or the grow- 
ing scarcity of land for hops and other <‘rops.^^ This is depriv- 
ing rent of the impoitance which under siinilai‘ ciTcumstances is 
attached to the earnings of the other factors of production. The 
remuneration to land as that to the othei factors is not an in- 
dependent jdienomenon. It is the result of other causes. Jlut thai 
does not constitute a sufficient reason why it should not be regard 
ed as the cause of other phenomena which are jiroduced biy it. If, 
on account of a greater demand for lahoiii in the cultivation of 
hops, wages rise and tlie marginal cost of luodiicing oats increastvs 
as a (‘onsecjuence, do wt* not say that the ]uice of oats is higher- 
liecause wages are higher 

In an article j»uhlish(Hi in the hlconomu dournal for SeptemlxM* 
l!idO, Mrs, Ilcdlond says that there is a real distinction between 
lire two cases stated above. Thus according to her, the new 
b*vel of rent is ultimately an eft'c'ct of the incretxscMl aggregate^ 
tlcunand for a fixed supply of land for all iiscvs, whc^rcos the nc*w 
level of wages is not only the eftVet cd the increase^] aggr‘c»gatc‘ 
dc inand for* an existing supply of lahoui for all uses, hut also an 
active force leading tc^ an alteration in the supply of labour as 
a whole, whicdi in turn reacts upon tlic h*vcl of wages. . . . It 
siipjdies conclusive reason why wages should be considiuod an ulti- 
mately ‘ operative cause ^ of a rise in tbe ju ic e of oats in the given 
conditions, whereas rent should not.'’^"^ It may be said here in 
reply thiit the rise in the luice of oats that persists in the long run 
in the givcui conditions is also ultimately the effect ot the in- 
crease in the aggregate demand for lahonr. The reflex influence 

Principles of Economies, pp. 430-37 n. 

4^ Nee The Economic Journal, March 19.30. Art icle' on “ Marshall on 
Rent,” by F. W. Ogilvie, 

The Economic Journal, September 1930, p. 375. 

F. 8 
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of wageB on tire supply r>f labour, and hence on wages and price, 
tends to counteract this effect and causes the price of oats to fall 
raiher than to rise. In the second place, it is important to re- 
in < inl>ei* that although the Icrel of rent does not rt'act upon the 
total su] |)ly of land, the area to ln> devoted to any particular crop 
is certainly affectiNl by the rent that is obtained from its cultiva- 
tion. In respect of any particular agricultural iircMlnct, the level 
ot rent is not merely a passive thing determined by other causes, 
hut also an ‘ a(‘tive force ’ jiroducing its own effects on the supph 
of land available for its cultivation and hence on its cost of pro* 
duction and price. 

Marshall says that the division of the ])roduce Ixdvveen the 
tarmer and the landlord din^s not affect the general conditions of 
demand and supply or their relations to one another. This state 
merit cannot be made in regard to any particulai agricultural pro- 
duct, if there is a discriminating treatment of tiie different pro- 
ducts in this respect. If all rent b(‘ alxdished irrespcH tive of the 
crop that is grown, the comparative advantages in their produc- 
i ion will not change; and so the general conditions of demand 
and supply will not he' affected. But if the rent of any iiarticiilar 
( Top be remitted, the lent on other (‘rops being the same, this 
will lead to an increase in the (unployment ot land for the pro- 
duction of that crop and so its price will fall. 

It is interesting to discuss in this connection the incidence of 
the taxation of rent. A tax on rent is generally supposed to 
leave undisturbed the price of agricultural products. The buflpclen 
therefore falls entirely on the landlords. This, however, depends 
on the form of the tax. If it is levied on the rent obtained from 
a particmlar agricultural product, say, oats, while the rent ob- 
tained from other products i.s not taxed, the net surplus froiO 
this crop will decrefise relatively to those from others. The pro- 
duction of oats will therefor <> diminish with the result that its 
price will rise. The incidence of the tax thms falls partly at leant 


15 Principles of Economics, p. 427. 
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on the ( on.suinei'N. But it tJjo lax is imposed on the rent obiainfMl 
Iroin all crops alik<% ilie relative proiitabiliiy ot growing them 
will lx*' the sauH* alter the im|H»sitioi) of the lax as hetori* it, and 
so thcie will lx* no gain iroju the* transfer of land from one crop 
to another on account ot tin* tax. And since tin* total supply of 
land is unaltect(*<l hy the ainoirnt ot rent, wln*thei it be high ui 
low, the production (d tin* ditVerent cro])s will net diminish an<i 
their prices will not rise*. The burden of tin* tax will fall entireh 
on tlje lajullords. In this iespe< t, the taxation of rent is dift'erent 
from tin* taxation of the earnings ot tlie other tactors. A geateral 
tax on wages, interest, ot profit will i(*duce the supply ot these 
factoTs atid will thus raise the prices of theii prod\u*ts. Such a 
tax, unlike a tax on lent, will paitly at least he borne by tin* 
‘•onsumers. 

We have s<'en in the precTsling pages that the Ricardian do( - 
trim* of r(*nt and its iclati<m to price* is [uimarily based oJt the 
existenee of a no-rent margin. Both Ricardo and Marsitall lay 
sticss oji tin* abs<*jice of the element of retit in the maiginal cost 
ol production. It has been poitited out by some writers that in 
addition to the no-rent margins — extensive and intensive — thete 
is a tin id margin ealh’d the margin of t raiiste'ienee.^^ Lf it is 
supposed that only one kind of ag lieiilt in al produce, sav, corn, 

can be raisetl irom land, th<‘ri* an* only two maigins - extensive 

and int(*nsix’(‘ — both of which aic fr<*(* fiom tin* paynu'nt of rent. 
But with corn]M*ting agricultural crops, a ihii-d margin (tomes into 
existence. It has been stated above that tin* distribution of laud 

over dih'erent u»e^s is nunb* on the basis of tin* (omparative sur- 

pluses? yielded by them. A plot of land will be ajiiilied to that 
use in which it xuodu(*es tin* largest surplus. 

There are some pieces of land in a eountry which are eminent 
ly suitable for the production of a partimilar (rrop. They bring 

Henderson, 8upply and Demand, pp. 94—98 ; H. Gordon Hayea. 
Article on “ Land Rent and Prices of Commodities in the American 
Economic Review, June 1927 ; D. H. Buchanan, Article on “ The His 
torical Approach to Rent and Price Theory,” in Economica. for June 
1929. 
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the largest return or .sur]vhis when used in tlie prodiietion of this 
eroi‘. There will l>e others wliieh are more suitable for this than 
for other erops ; hut in this ease, the ( oinparative advantage is 
less. Finally, thert' will be still other pieces of land which possess 
<'(|ual advantage in the prodnetion of two or more cmps, and 
so yield the same suiplus whiehever of these (uops is groMMi. In 
deciding the art‘a that will he devoted to any c rop, fanners will 
first of all seleet tlie lands that eonstitute tht‘ first group. ITien 
they will choose the second group of hinds. AVhen they come to 
th(' third, they are on the margin of doiiht as to whether they 
should devote these lands to this particular ciop. or to some otliei 
comped ing eiop Jiaving tlie same advantage. liie lands which 
eonstitute tlie last grou]) aie thus on the margin oi traiisfeienee ; 
and all the units of the agricniltural iiroduet which are grown on 
them are marginal, because they are on the margin of not being 
]>rodueed at all. Any change iu the comparative suipluses yield- 
(*d by (‘ompeting erops will lead to some transfer of laud 
from one ciop to another and will thereloie shift the ]K)sition of 
the Tnargin of transference. 

Of the three inargnis stated above, the margin of transferenc e 
is by far the most active and important. Changes in the supply 
(»f any agricultural jiroduct are mostly brought about through this 
margin. For any particular cro]» the extensive margin may not 
even c‘xist, there being no norent land umlcu it. As the lands 
on the maigin of tiansferenee are all rent-heuring and the entire 
produce ot suc li lands is marginal, it is difficult to maintain that 
if*nt is no part of the marginal cost <d luoduetion. 

One of the jiecu'liarities of rent, as it is eommonly supposed, 
is that it is a surplus. This surplus is supposed to arise in two 
ways ; from a differential jirodi c tivity and from intensive cultiva- 
tion. In M) far as rent is due to the differential jiroductivity of 
differmit lands, it lesenibles the excess of the eaniiugs of a more 
efficient ovei* those of a less cdticient labourer or businessman. 

See Article on “ Land Rent and Prices of Connnoditi©»/’ by H, 
ttordon Hayes in the American Keononiic Review, June 1027. 
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A> regards the surplus Ouii arises from iut(‘nsive cultivation, it 
may Ih> said that land does not po'^sess any peculiajity in this re- 
s[ieet. It has been |>oiiOed out by sonn* wiiteis that a similar 
sur]dus may also \>e obtuincKl from the intensivt‘ ust‘ of any of the 
other laetors of production.'® In the case oi unit we takr* laml 
as constant and suppose that successive doses ol labour and capital 
are applicnl to it until the additional return so diminishes as to 
cover only the aflditional wages and interest. In the same way. 
il an\ factoj- is kept ((instant and the otlii'i tactors are appli(*d 
in sinaessive doses until the margin of ])rotitabl(Mies» is readied, 
ilu're will be* a surplus ace ruing* from tin* exc ess of the' n*turns to 
the intra-marginal dos(\s oven* the return to the marginal dose ol 
those otheu* factors. As Mr. Ogilvie* savs, “ A om* man tobacco- 
nist dos(*s hinjs(‘lf with borrowed (apital until, at the margin, his 
jidditicnal r(*c(‘ipts only just cover the additional interevst wliich 
he has to |»ay; multiplying this marginal return by the total num- 
ber of dos(‘s of (ajiitai, and subtracting the rt'sult from the* total 
p?<)eluc<\ he* tinds that tlu‘ie is n surplus jiroduce* from his labour, 
th a uiillinef’ doses the eajiital of h(*r shop with the lalHiur of 
assistants until her additional reeei]its only just eover her addi- 
tional wages bill: following the* fanm*r's and the* tobaeeonist's 
example*, she* in turn will lie able to show that there* is a sur|>ln^, 
this time from capital. 

Against this (‘litieism, Mrs. llollond aelvane‘(*s two arguments 
in the*' Iveonomie »Jon?*nal, Septemher Sin* says that, in the 

long run, from the ]ioint of view of society, the return to land 
is ]>e(*uliar; for it does not aflVct the total supply of land, whe?n»as 
the returns to the other factors influenee ilie‘ii supplies and thus 
emter into the cost of production. It should he noted here tha^ 
the question of rent and its relation to cost mav be* coiisidere*d 
from thr(*e points of vi(*w : the individual produce] , a partieerlai 

See C^assel, ‘ Theoi'y of Social Economy,’ Vol. 1. pp. 272-73 ; abo 
Hobson, ‘ The Economics of DisHibution, pp. 133- ^^7, 

The Economic Journal, March 1930, p. 6, 
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product, and, finally society as a whole. Of these, the 
seeon<l is the most relevant and most impfo taut in deter mi niug the 
true relation between tlie price of a thing and the rent of the land 
tl»at is used in producing it. From such a standpoint, as we 
hav«* si*en before, rent iiifliienees the supj)ly of land and hence 
enters into cost of pioduction and price. 

By her second argurmmt Mrs. Hollond seems to imjily that 
althongli by the dosing jnocess a surplus may be obtained from 
the other factors of production, tliere is no good jmd sufficient 
reason for regarding ihem as fixed in amount as it can be done 
ii) the (ase of land. To this it may be replied that the supply ot 
land in regard to any }>arti(‘ular crop is not fixed in amount. Then, 
in the case of any manufaetiiring industiy in which the area ol 
laud used is v(uy small and the expenditure on ])lants and machi- 
nery very heavy, there is as much reason to think that land is 
adjtisted to caivital as to sup|)ose that cajn'tal is adjusted to land 
Hut the advocates of the Ricardian theory never admit that in sucli 
an industry KMit is not a surplus, and that it is a part ot the cos< 
of j)ioduction. 

It may not he superfluous to add here that the abvseiice of the 
rent element in marginal cost is not of any great importance. 
\Adicnever any factor' of production is kept constant, and the other 
factors are apidied to it in successive df>ses until the margin of 
profit able r»ess is reached, the marginal cost of production will not 
contain any element of the expenses for the use of the eonstaut 
factor. It should not be said for this reason that the reinunera 
tion to the constant factor is no part of the cost of production and 
docs not therefore influence price. 

In the Indian Journal of Economics, October 1030, Mr. Das- 
fliipta says that rent enters into price in the short period, but does 
not do so in the long.'^ His argument iM that in the short peri-cwl, 
there takes jrlacs' a shitting ot land from one use fo another, 


^ Article on Land Repi in Relation to the Pricing Process* 
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NvhoreaH in the lon^* i»eri(xl, owin^ to a perfect adjimtinent of land 
to diflerent thiM shifting doe^ not occur. This view does not 

seem to he justified by a proper conception of long and short 
periods. In tlie short period (wu the income fioni fixed capital 
does not enter into the cost of production arul j)iic(‘. The Mar- 
shallian doctiiiK* of (jiiasi-rent is base<l on this fact. A Hhifting 
of land from one use to anotliei cannot take |)lace in the short 
period; it retilly takes place in the long. Mr. Das (rupta. savs that 
in the long pcuiod, there is a perfect adjustment and hence no 
shifting* of land. Ihit, as a matter of fact, if there is no shifting 
in the long period, there cannot be a perfect adjustment, 
\vh(ui the conditions of demand ami suf)plv reMjuire that an adjust- 
nient should be made. It is through tln» shifting ol land from one 
usc^ to another that perfect adjustment is attained. In the short 

period peif(‘ct adjustment is nor possihh* IxMause theie is no 
time for srch a shifting. Thus rent afV(*cts j>rice in the long and 
not in the short jteriod. 



SOME REMARKS ON VALUE AND COST, WITH 
SPECIAL REFERENCE TO THEIR RELATION 

TO RENT 

Amiva Kumar Das Gupta, 

hepartment of Erouomus, l)(wca University, 

1. Kicardo's tlioory of rent and price has Ihmm a subject of 
uuicli debate in recent times. 'Hie theory (Uiimciated by Ricardo 
is that rent is a surplus and does not enter into the price of com- 
modities.^ The rival theory advanced first bv devons and later on 
taken up by many American economists is that rent affects prica* 
in the same way wattes and interest do. Jevons calls attention 
to the existence of alternative us(»s of land and .suj^gests that tln^ 
])Ossibility of lands being* turned to alternative purposes compels 
farmers to pay rent foi* the use of land, jui^t as the possibility of 
labour l>eing transfeiiied to alternative employments compels pto- 
ducers to pay wages. It is the purpose of the present paper to 
examine the two theories and to elucidate certain princi])les in- 
volved therein which are of far-reaching importance from tin* 
point of view of the whole theory of value. 

I’he classical economit* thinkers lookiMl at the problem of 
value and cost from a metaphysii al point of view. Their primary 
olvjective was to study value as a relation Indween commodities, 
and by cost they used to mean real cost, i.e., pain or disutility* 
It is this metaphysical analysis that lies behind the much criti 
ciiied lalx)ur-('ost theory of value. Rent, according* to them, can- 
rK)t have any ])lnee in the labour cost which regulates value, for 

1 ‘‘That corn which is produced by the greatest quantity of labour 
is the regulator of the price of corn; and rent does not and cmmot 
enter in the least degree as a eomimnent part of its price/ ’-“HPrittcipl#* 
of Political Economy and Taxation, Third Edition, p. 67. 
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land being nature’s gift involves no exertion of mind or l>ody ot 
man, nor does it involve any positive saerifiee. 

It is interesting to note that Adam vSmith subsrribes to botli 
the view-points and here is therefore a ease ilh strating the opi- 
nion expressed by niany writers that the gm'm of every theory of 
value lies in th(‘ Wealth of Nations. In his eha|)ier on It 'al and 
Nominal Price he lakes labour alone as “ tin* ultimate and real 
standard by whith tin* value of all commodities eau at all times 
and places l>e estimated and compared.'''^ He* suggt sts, tlierefore, 
that “ the real ];riee of everything. ... is tin* toil and trouble of 
a(‘(|uiring it.”^ Again, in the (*haj»ter on KeiU we find him declar- 
ing flmt “ rent . . . c*ntc'rs into the eompositioTi of the prica' of 
commodities in a different way from wages and jirotit. High or 
low wages and p!<»fit arc* tin* cause* of high or low price*; high or 
low rc*nt is tin* effect of it.”^ . . . 

On tin* other hand, in the chapter on (Vnnponent Parts of 
Ibice he takes nut as one of the coin])on(*rit parts of ])rice. “ As 
soon as the land of anv country has all become* ]n ivate ]'ropert> , 
tin' landlorels, like all oilier me*n, love, lo re*a|) where* the\ neve*!* 
sowevl and demand a rent eve*n for its natural iiroduee so that 
in the price r>f the greater fiart of eommodities the r(‘nt of land 
comes . . . to constitute the third source* of value. Then again 
ill his eha})tc*r on Natural and Market Price* he says, “the natural 
])ii(e itsedf varies with the natural rale of e*ach of its component 


2 Wenilth of Nations, F4eononur CMassies Serie's, Edited by VV. J. 
Ashley, p. :u. 

Ibid., p. 30. 

^ Ifoid.y p. 130. Here? he aritieii>ales Ricardo's dictum, “Corn is 
not high because a rent is paid hut a rent is paid because coru is 
high.” 

5 Ibid., p. 45. Mark the flirig at the leisure class who “ love to 
reap where they never sowed.” 

^ Ibid., p. 46. 

F. 9 
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parts, wages, profit and rent/-^ — thus placing tent in the same 
category with wages and profit. 

These statements alxiiit the relation of rent to price, though 
ap])arently contradictory, only show that Adam Smith looks at the 
prohlem from different i)oints of view on different (XM^asions. 
When he say.s that rent forms a component jtart of price he aban- 
dons the metaphysical analysis and (‘omes down to empiricism, 
that is to say, he studies the problem from the point of view of 
an enterprenenr in an improved so(*iety, where all lands have been 
‘ appropriated.’ This is (‘lear in a passage in his chapter on 
Component Parts of Price which runs thus: a third circumstance 

must be taken into consideration, the rent of lamb and the com- 
modity must commonly ])uichase, command or exchange for, an 
additional quantity of labour, in onler to enable the pcmv//. wJkm 
brings it tk) mwrlef to pay this rent.’’®* 

Ricardo, an adherent of what Von Wiestu* calls the ‘ philo- 
BOi)hical account ’ of the theory of value, has an uncom})i’(>misiMg 
objection to taking rent a-s a part of cost, even when regard is 
had to the ‘ appropriation of land ’ in the ' improved society.’ 
He marks a significant 'departure fnun the older concejii of rent 
as arising from the ‘ lK>unty of nature ’ by jxnuting to the fact 
that rent arises from the ‘ niggardliness of nature.’ The labour 
of nature is paid not l)e(!ause vshe dot's much, but because she does 
little. In proportion as she Ixx'omes niggardly in her gifts, she 
exacts a greater price for ht?r work.”^ In Ricardo’s opinion, 
therefore, ‘‘ Adam Smith . . . cannot be correct in supposing that 
the original rule whith rt'gulattxi the exchangeable value of com- 
modities, namely, the comparative quantities of labour by which 
they were ])roduced, can Ix' at all altered by the appropriation of 

7 Ibid., p. 64. 

® tbid«i p. 46. Italics, in this and in almost all the following 
passages are mine. 

9 The Principles of Political Economy and Taxation, Economic 
Classics Series, Edited by W. J. Ashley, p. 61, 
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krid and the payiueut of rewi.”'io Adam Smith does not reallv 
differ from Hieardo in his idea about the nature of rent as a sur- 
plus, for he says that it the ordinary jiriee of the produce of land 
is more than sufficient to ‘ replace the stock \vhi(di must be em- 
j)loycd ’ in bringiiij,^ it to the market, ^ together with its ordinary 
profits/ then ‘ the surplus part of it will naturally go to the rent 
of land ’ ; and ' if it is not more, though the (ommodity can be 
brought to market, it can affVml no rent to tlie landlord.’ Hut 
ac(*ording to Adam Smith every land produces such surplus, — 
even ' the most desert moors in Norwa\ and Scotland ’ do. 
Ricardo says, no. He thinks that in every country ‘ from the rudest 
to the most refined ’ there is such a land as affords no such sur 
plus and he cites the case of America. Si)eaking of (treat Hri- 
tain where no such lands existed at his time, he observes that his 
theory dcH's not fall through if there be any capital employcKl 
. . . oji land which yiehls only the return of stock with its ordi- 
nary profits, whether it Ik» employed on old or on new hnol;^^ — 
thus referring to what is known today as the intensive margin. 
So wliile defining a unit of real cost he excludes rent from it and 

For once Ricardo seems to have made a slip, and that is when, 
in the course of his criticism of Malthus’ opinions on rent, he suggested 
that ‘ rent is a creation of value.’ ‘'If the price of corn, from the 
difficulty of })roducing any portion of it, should rise from 41 to 51 per 
quarter, a million of quarters will be of the value of 5,000,000 / instt;ad 
of 4,000,000 /, and as this corn will exchange not only for mcie money, 
but for more of every other commodity, the [jossessors will have a 
greater amount of value, and as no one else will, in consequence, have 
a less, the society altogether will be possessed of greater value, and in 
that sense rent is a creation of value. ’’--Ricardo’s Works, McC ulloch, 
p. 244. 

This passage is open to two objections. In the first place, the rise 
in the value of corn, in the example given, is due to the ' difficulty of 
producing ’ corn, and not due to rent. In fact, both value and rent 
here are co-effects of cost. In the second place, Ricardo seems to 
have missed the point that as value refers to exchange value, gn 
addition to social value is meaningless. 

Bica^do’s Works, McCulloch, pp. 197-08. 
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eiiggivsts that “ it is the eoiupaiative quantities of comnuKlitie-s 
which labour will j)rodiK‘e that tletennine their }»re«eut or past 
relative value. 

#1. Jevons ainl the Austrians look at the problem of cost from 
an entirely clifl’erent angle. To them * cost ’ is not an ex|>re8- 
sion of anything real and absolute ; on the contrary, it implies a 
com|)arison of what is with what might be, and thus ex[)res8es 
the actual in terms of the }H>tential. 1'he idea of (*ost, arM ording 
to them, jnesupposes the exist(*nce ot alternative uses. Thus the 
cost of labour in a parti(*iilar occupation is n<»t the absolute 
me asure of the hilx>urers’ ‘ toil and trouble ’ in that o<‘eu|»ation, 
but it stands for the amount of utility that is surrendered on 
account of their being tied up in that i)aiticiilur oecui)ation 
at the expenisa^' ot other alternative occu])ations. Similarly, land 
in so far as it is (apable of being used for alternative puijniHes 
involves cost in any particular use, and this cost is nn'asured by 
the amount of service whi<‘h it might have rendered in other alter- 
native directions. It is only when a particular factor admits of a 
single use that it cannot be regarded in their sense as involving 
cost. The factors which do not admit of alternative uses are 
called ‘ monopoly goods ’ as distinct from ‘ cost goods. You 
VViescr thus suggests that Kiiaido’s jirojxosition that rent does nol 
entei into eosts hohls good when land admits of a single use> but 
loses its ajjplicability as the uses of land multiply. 

Thus cost, according to them, represents not positive disutility 
but a negation of utility. Such a concept ot cost is fruitful in- 
deed for an analysis of the j^sychological phenomena making for 
any equilibrium when the conditions for the equilibrium are 
giv^ ; because when those conditions are stationary and the re- 
sources are limited ecjuilibfium is conceived as the resultant of a 

The Principles of Political Economy and Taxation, Eeondmic 
dassici? Series, Edited by W. J. Ashley, p. 8. 

1^ See Von Wieser’s Natural Value, p. 175. 

H Ibid., p. 209, ' 
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prorrss^ of apportion men t of the resources iimon^ alternative uses 
through which tlu’ returns tronV e([iial amounts of resources are 
cijual in all the (lire<tion.s. But tliis nej^ative inter]>r(*ta- 
tion of cost, thoiif^lv fruitful for this ])inj>ose, cannot be 
said to be essential; for, the rival method of a])pioaeh 
also f^ives the corte(*t explanation of etjuilibiiinn. The 
Austrians would say that in ecjuilibritim the total utility is maxi- 
mum; but we mij^ht as \v( ll view it from tin* opposite anole and 
say that the distribution of K'sources between different uses leads 
in ((piilibiium to the total disutility b:’in<» minimum. Besides, the 
Austiian concept of cost loses its importance as a seientiHc instru- 
ment when we extend the aj>|)lication of the jui 'cijde of cost to 
tlie ])roblcin of intei nat ional vabn s, or wlien we take account of 
non-competino ^rou])s in relation to the general tlu.uv of value. 
Ai?ait fiom tliis, as will be seen prcsentlv. the classical concep- 
tion of e([uilibrium is sin h tliat tlu* conditions of tlu* supply of 
productive fa<'tois are not assuiiuul to lx stationary; and this 
difference in the attiunle towards e(|uilihrinm is hi^lilv si^mificaut 
from the |»oint of view of the relation l)etwet*!i rent and cost. 
iMluilihiium, according to the classi<'al economists, is the resultant 
of a balaru'c lietween the forces of demand and supjdy, — of utilif^ 
and disutility. ( ost is thus n’^arded a^ i e})iescntino- jmsifive dis 
utility, — to be set off aj^ainst flu opposite force, utility. 

4. Alfred Marshall keeJ^s intact the essince of Kicanlo’s 
theory. Cut he makes a di partuie fiom the latter's jmint of view 
in hobling that real (*osts refm- to forces wlii( h are for the most 
]>art (jUanfitatively unmeasiirahle, and for measuring cost he 
makes use of iiumey without, however, vitiating the coiu'eption 
of cost. In tact, he studies the problem of value ami cost against 
a inetaphysicai backgrotiml. His ultimate coueern is with real 
cost, though the immediate com*ern is money cost. In defining 
real (*ost he, like his ‘ hero,’ excludes reut from it. “ The exer- 
tions of all the different kinds of lahoiir that are directly or in- 
directly involved iti inaking it; fogether witli the abstiiiencei or 
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ratlit r the waitings lequiied for saving the capital used iu making 
it ; all these etforts and sacrifices together will l)e called the real 
cost of production of the comim>dit,y.”i^ Tims no room is left in 
it for rent. The situation remains uinalteted even when money is 
introduced ; for, it is the “sums of money that have to be paid 
for these efforts and sacrifices ” that are to be called “ its money 
cost of production.'’ Then he goes on to suggest that w'e refer 
to money cost when vve consider (x>sts fiom the point of view’ of 
the entrepreneur, but from the iH)i!it of view" of society real cost 
ivs more vsignificant, though in domestic trade, under certain cir- 
cumstances, “ the money measure of cost corresponds to the real 
costs.” In his ojiinion real costs, though quantifaiively un- 
measurable, are qualitatively important in bur enquiry from the 
social point of view’ as to whether the cost of attaining a given 
result is increasing or diminishing with changing economic (*on- 
ditions,” or in other whikIs, in our investigation into the operation 
of the laws of returns. MSanshall thus introduces moiieiy into 
liroblems of value and cost simply for the sake of conveuieiue, for 
fixing upon a unit of measurement. Cost as well as utility relateft 
to ^ .states of consciousness ’ and money serves as a convenient, 
though rough, unit of measurement of these mental states, l^co- 
uoinic motives are so diverse in nature and influence diffment 
persons in so diverse a manner that economi'sts (aiunot claim to 
measure thein direcdly. A person's economic motives are, there- 
fore, measxired through their outw'ard inauifestations. AvS Mar- 
shall observes, ” the force of a person’s motives — not the motives 
themselvcss — can be approximately measured by the sum of money, 
which he will just give up in order to secure a desired satisfac- 
tion ; or again by the sum which is jimi required to induce him to 
undergo a certain fatigue. But the veil of money must not keep 
the economist blind to the real ec-onomie forces. In examining 
‘ welfare ’ of the people he must take away the veil stu^y 

15* Principles of Economics, Sevenfh Edition, p. 339* 

Principles of Ec^^'oinics, ^eyenth Edition, p, 
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the working of the real forces underneath, — the sum total <if 
utility and disutility arising out of social, psychological as well as 
physical reactions. The real cost ot a labourer, — the cost that 
affe(‘ts the supply of lal>our, — does not de])end on money wages 
but on (‘ertain other things, viz., the atmosphere of the locality, 
the nature ot work, the social position which the occupalion in- 
volves and so on. What Marshall calls ‘ the net advantages of 
the occupation ' have to be calculated by “ deducting the money 
value of all its disadvantages from that of all its advantuges,''^^ 
Tims ecjiial money wages do not always rej)iesent equal real wages. 

5. As against this qiiasi-subj( ctive interpretation of economic 
idienoinena given by Marshall Urof. (Jassel puts fojward an entire- 
ly objective inter|)rctation. He p(»ints out certain limitations ol 
the value comept and constru(*ts a theory ot price which is in- 
dep(‘ndent of the theory of value ami whic h is therefore stri])ped 
of tln^ ‘ metaphysical odor.’^^ In his system of social economy 
Ibof. (.‘assel takes cost in a ‘purely objective way/ and places 
1 ‘cmt on the same footing with other forms ol inc oiiie so- far a.s their 
relation with cost is concerned. These different forn s of incorm^ — 
the j)ric*es of the factors of production — are, according to him, 
results of the ‘ pricing i)ro<*ess ’ as mucli as the price of tin* pro 
duct is, and theie is an inter-relation between the two gi oiios ol 
prices, — both being “ simultaneously dc^termined by the indepen 
dent factors of the pricing process/ He accuses Mnrsliall ot a 
one sidedness in. his idea of ‘ reciprocal dependence ' ; for, Mar- 
shall looks upon rent as a purely dependent varial)le, — as sonn»- 
thing which is ‘ price-determined ’ and not ‘ price-determining.’ 

This is not to discuss whether we should treat the th(^)rv of 
value as antecedent to the theory of price or we should discard 
the former altogether and take an entirely pragmatic* view of eco- 

17 Ibid., p. 73. 

Cf. also Allyn Young’s Economic Problems, New and Old, 
Chapter X. 

The Theory of Social Economy, p. 270, 
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iiomie pheiioinena. It may, howevc^r, be o]>»erved in ])avHRing that 
the ^ubjeetive (onc ept of value and cost i.s more fundamental, and 
the Ko-ealled Pii<*e Keonomies iifives a less searching treatment of 
the problem of value. And it must also W granted that so long 
as we take cost in the classical and Marshallian sense as rtv 
pri’senting a personal exertion or sac rifice, it does not itudude rent 
which, by definition, is an income from a natine’s gift the supplv 
<d' vvliich involves no ‘ eflort ^ or ‘ sacrifice.* In value Kco- 
nomics, therrfoie, land forms a categorv bv itself. The value 
that is attached to it is governed b/ denuuid and scarcity and i- 
therefor(» to be regarded as a sut])1us. In the following Ki‘<‘tio!is 
it will he examiiKHl if the iiitrodiu ii(m of monev mN essitates a 

4 

revision of Kicardo’s theory of rent and cost. 

b. As has been already noted Marshall excludes rent from 
money cost of produc tion also. For instance, in constructing the 
su|)ply sc'hectule of woollen cloth hc’ rc^ckons, 

‘ (i) the ]'rice of wool, coal and other materials which wouhl 
be used up in making it ^ ; 

‘ (ii) wear-aiid-tear and dc‘}mM*ia 1 ii)n of the Imildings 
machinery and othc r fixed (‘apital ’ ; 

‘ (iii) interest and insurance on all the capital ’ ; 

(iv) the wages of those wln> work in the factories ’ ; and, 
‘ (V) the gross earnings of management (including insiir* 
an(‘e agairrst loss), of those who undertake the risks, 
who c'ngincHo- and supevrintend the working. 

lint he leavc»s out of account the rent of land. Aecordiiig to 
Marshall, the rent of land enters into cost only from the point of 
view of an individual producer; for, as he says, land is but one 
form of capital to the individual producer.** But from the point 
of view of 80(‘iety ‘‘ land in an old country is approximately (and 
in some eases absolutely) a permanent and fixecl stock/' Ih 

20 Principles of Economics, 8 cwenth Edition, p 343 , 
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theiefore, we concentrate oui* attention to a ‘ sing’le ' of land, — - 
to “ (‘orn in the seiiBC in which it was used by the classical 
economists as standing* for all agricultural produce, rent inust be 
conceived as a svir])lus depending on the position of the margin. 
Further, no new princij)le emerges when we turn our attention to 
the competing uses of land. To the question ])ut by Jevons as to 
whether “ if land which has been yieldirig £2 per acre rent as 
pasture 1 h> ploughed up and used for raising wheat ” the £2 per 
acre should not be “ debited against the expenses of production of 
wheat.’’ Marshall gives his. answer in the negative, for, as he 
says, there is no connection between this jjarticular suin of £2 
and the expenses of prodiution of that wheat which only just 
pays its way.”®^ Hck' Marshall speaks of equilibrium conditions. 

In e<|ui librium, oats anxl hoj)s and every other crop will yield the 
same net return to tliat outlay of capital and labour, which the 
('i Itivatoi’ is only just iriduced to ap])ly.”*^“ x\gain, referring to 
the use of urban land he says, the competition of land for vari- 
ous uses will cause building in each locality and for each use to 
be carried uj) to that margin, at which it is no longer ]uofitable to 
a})ply any more of capital to the same site.”'^^ On the whole, the 
distrihntion of lands l)ctween dib'erent purjmses is so adjusted in 
equilil)rium conditions, that no profitable transference from one 
use to another is possible, all lands being used for the different 
purposes up to ‘ the margin of profitableness.’ 

Thus viewed, the problem of the relation of rent to price 
resolves itself into the simple problem as to whether rent is or 
is not a surplus. In the short period of imperfect adjustment ol 
the distribution of lands for different uses, the marginal land for 
any crop bears rent, so that an abolition of rent affects the mar- 
ginal cost of production and hence tlie supply ])rice of that crop. 
'If, for examx)le, a particular piece of land can produt’c both jnte 

21 Ibid., p. 437. 

^Ibtd., p. 436. 

Ibid., p. 449, 

F. 10 
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and rice at Bs. 5 and R«. 4 per maund respectively and if the 
marginal (okI of i)rodiiction of jute is Es. 44 per maund and that 
of rice ik Rs. 5 per maimd, then this land will be cultivated for 
rice and will yield rent. If, then, the demand for jute rises so 
much that this land has to be drawn away to jute cultivation it 
bec'omes marginal in relation to jute. But still the cultivator who 
applies this land to jute has got to pay a rent at least equal to 
that which it used to yield under rice. f)n the other hand, it 
may be that the cultivator of rice has to ])ay a certain amount ot 
rent for the use of tlie marginal rice land just to retain it for 
rice, aiid that amount is at least equal to w'hat the jute <nilti- 
vators would l>e willing to ]>ay for its use. These rents form a 
jiart of the marginal cost and enter into the short-period supply 
price of the crops. Rent in such eircumstan(‘es is not purely a 
Burplus. But in equilibrium conditions when the marginal returns 
from every u«e to which lands may be applied are exjual, rent 
must be conceived as a surplus and a i emission of rent or a tax 
on rent cannot be said to afi'ect the marginal cost of production, 
nor, therefore, the pri(;e of apy individual crop. In the example 
just given a rent is Ixu’ne at the margin so long as the lauds are 
not cultivated nj) to the maigin of profitableness, and during that 
process of adjustment as a result of which the cultivation of every 
land both for jute and rice is carrie<l u}> to that margin, there are 
transfereiiees and retransferences of lands from one cse to the other. 
Throughout that process, therefore, a remission of rent may affect 
the marginal (^ost of any of these crops or Ixdh ; but when that pro*^ 
cess is over, when a perfect adjustment takes place, the marginal 
cost of any of the crops contains no rent. In other words, when for 
example, an agricultural industry is out of equilibrium, there 
an element of rent in the marginal cost of the commodity in ques- 
tion, but when it is in equilibrium the marginal cost contains no 
rent. It must be noted that though, when an agricultural indue- 
try is out of equilibrium, rent exists at the margin so that 0 
remission of rent affects the marginal cost yet it does not alter in 
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iiii,y way the position of tM-iiiilibrium that the industry would take. 
Thus it is im}K>rtaiit that a confusion between the pro<*e6s to* 
wards equilibrium and the position of equilibrium should be guard- 
ed against. In the process towards equilibrium (conomic fric- 
tions ])resent themselves which disappear wlmn a position of static 
equilibrium i^s secured, and it is at such a |)osition of cquilibriuui 
that the margimil returns from different uses are equal. Ijei us 
refer to Marshall’s illustration of a meteor it showier of sto'nes 
harder than diamonds. If the stones cannot be worn out or de- 
stioyed, and no more can In* found they avo analogous to land or 
more properly the original and intlestrin tilde ])Owers of the 
soil,” and their income is analogous to lent. In this extrenu" 
case thes<^ stones are distributed in the long periotl among the 
various uses to which they may Ik* a]>]dietl in such a way that the 
value of the marginal Teturns from evei \ use is the same, that 
is to say, there is no usc^ to which an iiM-reased supply of them 
could be api»Hed without taking them a wav from some otliei- use 
in which they were rendering net services at least valuable. ”2*^ 
Gonsetjuently, a ” uni form tax on them, (tollected from the user, 
will lowe'r their net service in eaidi use l>y the same amount.; it 
will not aft'ect their distribution between several uses; and it will 
fall wholly on the owner, after perhaps some little delay caused 
hy a friftiunal n^^si.stance to readjustments. ’”25 In .such a long- 
period adjusiment the ^ margin of transference ’ is (*vidently in- 
effective in the determination of price. Of course, when an agri- 
cultural industry moves from one equilibiinm position to another, 
there is a redistribution of lands between the various uses, and 
the shifting that is thereby occasioned takes ])lace to a large ex- 
tent through the ‘ margin of traimference ’ ; and it may appear 
that the rent yielded by these lands on th(‘ margin of transference 
affects the price of the individual crops through its effect on tlu* 
supply of lands, and for the matter of that, on the su]>])lv of the 

2^ Ibid,, p. 418. 

25 Ibid,, p. 418, 
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crops. If, for example, an increase in the demaud fur jute leads 
to a tiajisfercnce (through the inargiii of transference) of some 
lands from rice to the cultivation of jute, the rent from jute lands 
as w( 11 as the price of jute increases, and one may be led tu 
think that the increase in the rent is the cause of the rise in the 
price of jute, lint as a matter of fact, it only shows that the 
increase of rent and the rise in the price of j\ite are the co-effects 
of the same cause — lui increase in the demand for jute. Here the 
factor Avhich is resj)onsible for the alteratioii in the position of 
tMliiilibrium is responsible also for bringing about an increase both 
in tin' rent and in the price. It ought not to be overlooked, 
however, that this transference of some' vivo lands to jute has its 
reaction on the price of rice, and in the altered position of equi- 
librium also the distribution of lands comes to be such that the 
value of the marginal returns of l ice and jute becouK's e(|unl, cul- 
tivation being pushed in both the directions up to the margin of 
])rofitableness. 

7. We find, therefore, that the wIjoIc' prohlem of the relation 
between rent and price turns on the (juestion of the j)eriod of 
time to which wc‘ refer. It is, therefore, important to examine 
in this connection the real signitic’aiice of a short period and a 
long period as applied in economic literature. The author of the 
terms — Alfred Marshall — defines a short ])eriod as a period in 
which “ the -supply of specialised skill and ability, of sui table 
machinery and other material capital, and of the ap])ropriate in- 
dustrial organisation has not time to be fully adapted to demaiur’ ; 
and a long period, he says, is a period in which all investments 
of cai)ital and effort in providing the material plant and the orga- 
nisation of a busines-s, and in aequiriiig trade knowledge and 
specialised ability, have time to be adjusted to the incomes which 
are expected to be earned by them.”^ When we refer to a short 
period we assume an imx)erfect adjustment of economic factors, so 
that value does not exactly conform to the ‘ total cost on the 


^ Ibid,, pp, 376-77. 
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other hand, when we refer to a long period, we assume a most 
appropriate adjustment of economic factors, so that value corre- 
sponds to the ‘ total (>o8t.’ In neither case do we refer to any 
definite ])eriod of time; we refer, on the other hand, to the degree 

of adjustment of economic factors. In actual life we are fami- 

liar with short-})eriod phenomena, — with ‘ business cycles,’ — ^and 
not with long-i)eriod ' equilibria.’ A perfe(‘t long period, as Mar- 
shall points out, “ must give lime enough to enable not only the 
factors of })rodnction of the commodity to be adjusted to the de- 
mand, but also the factois of ])rodiudiou of those factors of pro- 
duction and so oii ; and this involves the assumj>tion of a 
‘ stationary state.' Il^nhappily, liowevtu’, economic frictions 
become larg(U‘ and more intense, ' other things ’ become more 
variablt' as the period IxM'omeis long. The conc(*pt of a long- 

IHM'iod eqnilihiiuin is, therefore, an abstract one, though it has 
its importaiue in so far as it eiuibles us to fix our eyes on a 
norm’' round which economic ])hen()meiia move. In regard to 

the short period, the assumption is that tin' snpplv of all factors 

cannot keep ]>ace with the demand, that is to say, they are not 
perfectly elastic, and, therefore, are not appropriately utilized. 
Klastieity refers to movements iu both the directions. In the 

short period, therefore, the supply of some factors (annot be ade- 
(|ualely iiuueased when there is an increase of demand, and, on 
the other hand, some facdors remai]) under-employed when there 
is a fall in demand, for, the time allowed is insufficient for the 
supply to be adeqiiatelv reduced by gradual decay or l>y transfer- 
ence to other uses. Thu-s ovei’-production is as much a pheno- 
menon of the short period as uudei'-production. The cost due to 
thovse factors whose supply is elastic iu relation to a particular 
period is called ‘ prime cost ’ with reference to that period, arid 
fhe cost due to those factors whose supply is inelastic is called 

" supj)lementary cost ’ for that period. The incomes from those 

factors other than land whose supply remains inelastic, and 


P p. 379 n, 
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Avliicli tlu'relore cojifjtitiitu the 8U])pleineiitiiry ccwt fall luider 
‘quasi-rent.’ “ The siippleinentary (‘usts, which the owner of a 
factory exj^ects to he able to add to the prime costs of its pro- 
ducts, are the sources of the quasi-rents which it Avill yield t(^ 
liiiii.”^ xVs the supj)ly of tliose factors (other than laud) which 
foini the suppleineutary ct)st becomes elastic in the long period, 
the distinction betwetni ^ prime cost ’ and ‘ su})plemeiitary cost,V 
as also the distiiiction betwtMn * interest ’ and " quasi-rent ’ fades 
away; ii» other words, what is regarded as ‘ suppleineiitarv cost 
in the short periorl iKu oiaes ‘ ])jiiue cost ’ in the long period and 
.similarly, what is regarded as ‘ quasi-rent ^ in the short period 
becomes ‘ interest ^ in tlie long period. “ There is no sharp line 
of division between boating capital and that which lias l>eeii 
‘ sunk ’ for a sjiecial branch of production, nor 1>etwe<m new and 
old investments of capital; each group sliades into the other 
gradually.”®^ The distinction between ‘ circulating ’ and ‘ fixed’ 
capital rests, as a matter of fact, upon the time for which these 
diherent cajiitals endure. As Ilicaido says, according as capi- 
tal is rapidly perisliablt* and requires to be frequently reproduced, 
or is of slow (‘Oil sumption, it is classed under the heads of cir- 
culating or of fixed capital,’^ — a division ‘‘in which the line of 
demarcation cannot be accurately drawn. The period in rela- 
tion to which a steam ( iigine will be regarded as ‘ fixed ’ capital, 
and which tbereforc will be taken as a short peuiod for a steaiii 
engine, may be long period for, say, a ship; and wliat is short 
jieriod in relatiuii to ships will be long period in relation to the 
clothing of labourers, and so on. But in a perfect long 
period, as has been just noted, the vsuppy of all reproducible fac- 
tors muvst be elastic. It follows, therefore, that, as between 
‘ short period ’ and ‘ long i>eriod ^ also no sharp line of deinarca- 

^ Principles of Economics, Marshall, Seventh Edition, p. 362 n. 

'£9 Ibtfl., p. 412. 

^®The Principles of Political Economy and Taxation, Economic 
Classics Series, p. 19, and the footnote on that page. 
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lion can be drawn; one nhades into the other itn perceptibly. In 
the short period the supply of land from the point of view of an 
individual use is variable. Titind in su(di a ease is one form of 
capital and its income which is analogous to interest influences 
the short-period normal pric^e. Ihit when as a result of the slutt- 
ing; of lands from use to use the long-period statical (‘quilibriuni 
is secured, and the distribution of lands In^comes approjiriate, — 
the value of the marginal returns in every use being file same, — 
the supply of land from the standpoint of individual uses must 
be taken to be fixed in view of the fixedness in its total .siipjdy. 
Now, the quantity of laud laung fixed, the inttmsive working of 
land gives rise to diminishing returns until in tln^ long run a mar- 
gin is reached at which the return just remunerates the labour 
and capital a}>plie<l and nothing is hft ioi the landowner. This 
margin is the basis on which the surplus to be paid as rent is 
measured. 

<S. There are some economists who would not treat laud dif- 
ferently from other agents. They j)oint (uit that the intensive 
working of labour or of capital also gives rise to diminishing 
returns so that at the margin nothing like wages or interest 
exists, — in other' words, — that there is a no-interest margin for 
(*a|?ital and a no-wage margin for labour jirst as ther{* is a no- 
rent margin for land. I'rof. Ogilvie, for (‘xaniple, taking the 
cue from Prof. Cassel, suggests that a one-man tobacconist,^’ if 
he “ doses himself with borrowed capital,” will find that jit the 
margin ” his additional receipts only just cover the additional 
interest w’hicli he has to pay,” or a milliner ” dosing capital 
of her shop with the lalxmr of assistarrts ” will find that her 
additional receipts only just cover her additional woxges-bill.’’^^ He 
maintains, therefore, that by simple arithmetic* rent can l>e 
made a surphns in receipts over capital-and-labour expenses just 
as Avages could be made a surplus in receipts over capital-and 


^ Ecotxomic Journal, March 1030, p. 0. 
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land expeiivses/’^ or, — he might add, — as interevst could be made 
a sur]>l\i8 in receipts over laboiir-and-iand expenses. In lact, Prof. 
Cassel puts forward a similar argument against the liicaidiau 
thesis that rtiii does not enter into cost and points out that one 
luight with equal justice diaw up another thesis to the effect ihat 
“ the price of the product depends eniirely upon the cost of the 
marginal land, and that consequently, the cost of capital and 
labour is not an element of the cost of production.”^ As against 
the contention of the ('lassi(‘al economists that from the standpoint 
of ‘ a whole national economy ’ the supply of land is fixed whereas 
the use of capital and labour on land is variable, Prof. Cassei 
argues that when we look at the exchange economy in its en- 
tirety, the available quantities of command of capital and labour, 
as well as land, must be given at any particular moment.” The 
assumption that in a self-contained country the quantity 
of land is relatively fixed while the quantities of labour and 
cuipital are the more variable eltunents, relates, according to him, 
to ” the historic'o-dynamical treatment of the development of 
}>rices.” Prof, Cassel obviously adopts the (^larkian concept of a 
stationary (M|uilil)rium * in which the factors of production are as- 
sumed to he fixed. In the analysis of cost, “ the scarcity of the 
relevant means of production ’ is, according to him, the only 


^2; Ibid., p. 21. 

33 The Theory of Social Economy, Vol. 1, pp. 271-72. This idea was 
developed simultaneously by Hobson and Clark as early as 1891. See 
The Quarterly Journal of Economics, April 1891. Hobson on * The 
Law of the Three Eeiits,’ and Clark on ' Distribution as Determined by 
a Law of Rent.’ Hobson reduces the whole theory of distribution into 
one simple theory of rent. “ The rent of a piece of 
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j. is the excess of its produce over that of the 
which is employed to the least advantage and 


which pays no rent ” (p. 269). Cf. also ‘‘ The Economics of Distribution, 
pp. 133—36. Clark also enunciates the same principle in the course of 
the paper referred to. Cf. .also * The Distribution of Weatth/ Chap. 
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esseiitial reqiUHite.^^ The price/’ he says, need only l>e ba^ed 
upon this staicity, and in by no means necessarily conceived as a 
condition of* the supply of the relevant means of production.” So 
far as it goes, there is, of course, no basis foi* a diiferentiation 
between land and other agents or for the matter of that between 
lent and the prices of other fa(*1ors. Hut such a conception ot 
stationai V equilibrium is fruitful in relation to very short periods. 

‘ At any particular moment ’ the available rpiantities of capitni 
and labour are given, jusi as the (juantity of land is. Hut sucli 
a concexit loses its importance when we refer to ‘ subtle ’ problems 
of the ‘ long-period,’ — the period which is, in fact, relevant foi 
a study of tlie relation between cost and value, for it is in the 
long period that value (orresponds to cost. It seems rather 
strange that Prof. Cassel wlio believes in the cost theory of nor- 
mal value should suliscuilie to the (larkian concept of stationary 
equilibrium. According to Prof. Cassel, the unit price 
of the ])rocluct must naturally, in a state of ecjui librium, 

l>e equal to the total cost per unit of the ])roduct,” — 

this ‘ total cost ’ including lK)th the cost of capital and 
labour and the ground-rcmt.’’’^^ Does not this ‘ state of 

The requisites conditions of a stationary Economy as enumerated 
by him, are : (1) The existeuce of land and natural materials in cer 

tain quantities^ (2) the existence of a certain real capital, (a) such man- 
agement of the process of production that the real capital should re 
main constant, (4) a certain annual amount of work done.” (The 

Theory of Social Economy, p. 34.) Such is also the Clarkian hypo- 
thesis of a stationary equilibrium, and it is such a hypothesis which 
has led Johnson to take any variation of labour and capital as a pheno 
menon connected with economic dynamics and to conclude therefrom 
that such portions of the supply as do not contain rent “ appear onlv 
when dynamic change takes place,” — a proposition which betrays a 
misapprehension of MarshalFs ‘statical assumption and which is mis 
leading in so far as a no-rent intensive margin appeals, as has been 
abundantly shown, under static conditions and not under dynamic con 
ditionB. See A. S. Johnson’s ‘Rent in Modern Economic Theory,’ 
Ohitp. V. 

The Tl^eory of Social Economy, Vol, 1, pp. 269 <^07. 

F. 11 



536 


AMIYA KUMAR DAS 6UPf A 


equilibrium ' relate to the long period? That being so, 
how is it that Prof. Cassel takes capital and labour as invariable? 
('lark himself was quite consistent because the whole theory 
distribution emmeiated by him was adapted to his peculiar hypo- 
thesis. The other economists who upheld the utility theory of 
value and the productivity theory ot distribution cannot also be 
accused of inconsistency; for, evidently their hypothesis relates to 
a. very short period.*^ The hyjmthesis in Marshall’s ‘ statical 
method ’ is different.'^^ He fixes his mind on some central point 
where the economic forces have come to rest; but the variability 
of those forces is recognised. The forces themselves tend to 

36 Their conception of equilibrium also, as has been seen above, is 
based on certain given conditions under which the supply of economic 
factors is fixed, and this, therefore, relates to a very short period. 
But we must not Jose sight of the fact that very short periods preclude 
the possibility of such an adjustment as would bring about an equalisa- 
tion of marginal returns in all directions. 

37 See a very interesting discussion on ‘ the ambiguity in the con- 
ception of stationary equilibrium ’ by Prof. L. Robbins. (Econjornic 
Journal, June 1930.) In the course of his paper Prof. Robbins points 
out the two different interpretations put upon stationary equilibrium 
by Clark on the one hand and Marshall and the classical economists on 
the other. The classical conception which has been followed by Mar 
shall is one ‘‘ in which the condition of stationariness is the resultant 
of the balancing of forces tending to change,” and the Clarkian con 
ception is one ” in which the factors of production are stationary by 
hypothesis,” equilibrium being attained within these conditions. {Pp. 
206-07. See also F. H. Knight: Risk, Uncertainty and Profit, p. 125n, 
pp. 142-43 n.) It may be noted here that Prof. Knight takes the ques- 
tion of long-period normal value and that of short-period distribution 
as aspects of the same problem in which the supply of ‘ productive 
agencies ’ is fixed while that of consumption goods is variable, being a 
function of price. In Marshairs analysis of long-period normal value, 
on the other hand, the supply of reproducible productive agencies is not 
taken as fixed. As has been explained above Marshairs * short period ’ 
also is one in which the supply of certain factors is variable. It is tiiere- 
fore, rather misleading to put the long-period value problem and the 
short-period distribution problem in the same division, as does Prof. 
Knight. 
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cliiuige, but e<|ui]ibriiJiu in reached as a result of a balance between 
those forces.^® Marshairs concept, therefore, does not rule out 
the possibility of variations of labour and capital. But land being 
nature’s gift is a (‘onstani ijuantity. Under conditions of such 
a statical cijuilibriuin, the income from lal>our and capital affects 
their supply, while the income from land does not affect its 
supply. There is ” as Marshall says, likeness amid unlike- 
ness between true rent and ([uasi-ient.”^^ A tax on rent leaves 
the sup])ly of land in tact, and as sucli docs not affect the posi- 
tion of equilibrixun. But the supply of lalx)ur and capital is poten- 
tially clastic* at the ])oint of e<inilibriirm. Hence a tax on wages 
and/or interest leads to an absolute reduction in the supply of 
labour and/or capital, and it is, therefore, a sufficient cause of an 
uJt(*iaiion in the position of e(‘onomi( equilibrium, and a reduc- 
lion of T*^ational Dividend. This is the ‘ subtle truth ’ in 
llicaido’s pro])osition that rent does jiol enter into price, — a truth 
the recognition of which is of the highest importance scienti- 
fically and in relation to the practical well-being of the world.” 

P. S. — Since the above was written I find in the Octobei‘ 
(1&31) number of the ^ Indian Journal of Economics ’ an article 
entitled liand Reni and Prices in which Mr. Buchanan, the 
author of the article, makes cei tain (oinments on my views on the 
relation of Rent to Price which had been embodied in an article 
under the title Lund Rent in Relation to the Pricing Process 
(Indian Journal of Kcononiics, October 1930). Some of the points 
raided by Mr. Buchanan have received attenHou in the foregoing 
pages. There are, however, others which require to be explained. 
I shall take the minor points first: 

Mr. Buchanan objects to my using the old phraseology * en- 
ters into price.’ In the main body of the paper I have discussed 
the problem of ^ reciprocal dependence.’ I have the authority of 


^ See Marshall, Principles of Economics, Seventh Edition, p 369. 

p. 43L 
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Mjirshall whom Mr. Biuhaiian ({uotos when I tjay that the relu' 
tioji of wages and interest to |)rice is one of reciprocal depan* 
donee, hnt tlie relatioii ot rent to price is not 80. The problem m 
whether rent is a constituent element of cost which influences 
price. It is not. 

So far as the term * corn ' is concerned, I used it delil)erate- 
ly, just to indicate the nature of the tax. I referred to a general 
tax on rent, not to a special tax on rent appertaining lo a ])arti- 
cular crop. A tax on rent on Maize lands, for exami)le, affe<‘ts 
not only the j)]'i(‘e of Maize, but of other commodities, too. The 
})rice ijt maize rises, and the price of oiher commodities towards 
whose production the lands relieved from Maize turn falls. But 
tiiat is a different story. The essential point of difference l)etween 
land and other agents such as capital and laboiii’ is that a general 
tax on wages and/or interest affects the supply of labour and/or 
ca])ital, but a general tax on i‘ent does not aft'ect the supply of 
land. 

Then come the two more imjmrtaiit issues: In the first 
place, Mr. Biudianan is not (‘onvinced that Ricardo dealt with u 
long p.eriod and devons with a short period. Secondly, he sug- 
gests that the period of time makes no difi‘eren(;e so far a.s the 
relatioji between rent and the suj)ply of lands is concerned. 

In regal d to the second point I need hardly add anything to 
what I have said in the main body of the present paper. The 
(liftereme between myself and Mi*. Buchanan arises from the fact 
that whih‘ 1 take a long-period e(|uilibiium to lefer to a position 
or rather a ]K)int, Mr. Buchanan takes it to refer to a ])i'Oce 88 . 

So tar as the second point is coucerntHl, it is so important that 
juistice cannot lie done to it in this short note, I keep it to be 
done, if possible, in a separate paper. T need only say here that 
1 still maintain that in their analysis of value and equilibriuiu 
Jevons referred to a shoit period and Ricardo to a long period. 
Though, as Mr. Buchanan points out, neither of them i^ specific 
on the matter, yet it can lie dt^duced from their respective hypOt 
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tlie8ev<5. 1 have shown how Jevoius’ hyj)othesis relates to a vshort 
period. As regards Ricardo, although his ruling interest, as CaU' 
nan suggests, was jiractical, and ‘‘ we are indebted . . . to the 
Corn Law controversy of 1813 — 15 for the Ki(;ardian theory of 
rent,” yet it does not follow that Ricardo’s theories relate to a 
short period. Caunan does not say that. In the pages of his 
Theories of Production and Distribution to which Mr, Ruchana!! 
refers there are certain remarks which lend siipj)ort to rny con- 
tention. While suggesting that “ Ricardo’s ruling interest was 
no less practical than that of Malthus he adds in a footnote tliat 
“ this is not in contradiction with Ricardo’s remark to Malthus, 

‘ if 1 am t(Ki theoretical . . . you, J think, are too practical.’” 
Then Ik^ goes on to say, “ hud Ricardo foreseen some of the 
(lis(‘Ussions which took place* after his death, he would have said, 

‘ if 1 use the deductive method too exclusively, you, I think, rely 
too nuK'h on the inductive.’ ” In fact his theories might be meant 
for the solution of ‘ immediate, pra(‘tical and often really short- 
run problems,’ but they themselves are long-run and abstract. 



NOTES 

THl^: TOLL OF THK l)EPliK«810N 

T1h» suicide of M. Kieiigar, the niatcdi king, throWvS into lurid 
lelief th(? distress resulting from the present terrible depression. 
The London Titnex made the following remark on this eTent: 

It is clear that he was the victim, not so much of faults in the 
huge system which he liad built up within a brief twenty years, 
as of the world conditions simultaiieouslv ailecting and afflicting 
every industrialist and every financier of greater or lesser degree.’ 
There is something very faulty alK)ut the system of world eco- 
nomy which engulfs in moral and financial ruin leading to suicide 
geniuses of the highest order who ,are no common adventurers but 
])ersons gifted with a remarkable <tapa(*ity for orgaiiisatiori and 
enterprise. The reason for the landslide in confidence is to be found 
in the unprecedenfodly heavy tall of gold prices during the last 
two years. It speaks very ill of the system of world organisation 
which drives to despaii' persons who are great organisers of 
triumph in the industrial and financial spheres. The worst of 
the present depression is that those who have been ruined by it are, 
apart from speculators wlio deserve their fate, those who had faith in 
economic progress and who laboriously and strenuously ai>plied them- 
selves to the building up and expansion of industrial enterprises of 
various kinds. Thus those who had put their savings in the form of 
goods have been terribly cut up and the mere hoarders of gold or 
< linen (y have been beneficially affected. Attention lias been 
diverted from the true operative causes of the jireseiit depression 
by the stress laid on overproduction. The analysis that tries to 
find the main explanation in avt^^p^oduction is faulty. Since the 
industrial revolution there have been many periods marked by in- 
tense |>rodvictive activity and the last few years have not witness- 
ed any exceptionally striking outburst of it. The root cause of 
the unfortunate condition into which world economy has been 
thrown may be traced to the jealousies and Bhortsightedness of 
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the politicians who govern the destinies of great iiatioiis. The 
responsibility that rests on economists in clifl*erent coniitries lies in 
the direction of their nndmibted obligation in (he matter of 
spreading a knowledge of the true conditions of domestic and in- 
ternational prosperity, I^lato spoke of the philosopher king; we 
may in the present age well call for the ecsinomist statesman. 


THK mm MhlliOANTILISM 

Students of ectmomics during the last two years ha\^e been 
rudely shaken by the almost mystic value that has conn^ to be 
recently attached to gold. We have been under the im])ression 
that such unscientific reasoning had once for all l^en laid to rest. 
Recent events have, however, belied our trust. It only shows 
that scientific thought should continuously be on its guard against 
irruptions from time to time of heresies of different kinds. There 
is a difference between the mercantilism of the Middle Ages and 
the force l)ehind the recent ac'cumulations of gold in France? and 
the United States of America. Whereas in the past an inflow of 
gold was consciously striven for, at present no ^state.sman will 
openly avow that national poli<*y should be directed to promoting 
an inflow of gold. None the less the evil of large inflows of gold 
is not adequately realised. There is, on the other hand, a smug 
complacency al>out the accumulations of gold in the United Stjites 
of America and France on the part of the statesmen of those 
countries. There is not yef an adecjuate recognition of the need 
for modifying uational policies in respect of tariffs, foreign lend- 
ing and balance of international payments when such policies 
result in large gold aicumulations. One of the causes of the 
present world distress is to be found in an absence of widespread 
understanding of the rules that should be observed in playing the 
gold standard game. A particular phase of unscientific thought 
ill relation to gold is the iineasinesvs caused in India over the 
recent exports of gold from the country. Those wdio are interested 
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ill 8( curing sound conditions making for economic progress ought 
to feel gratified that the country has been fortunate in being able 
to draw upon reserves of gold built up by agricultiufsts so that 
the balance of trade has been turned effectively in our favour. 
India's gold exports have thus helpe<l towards revoxer^ from the 
depiession. Jjower money rates, rise in the price of Government 
])aper, a tendency to increase in commodity pri(‘es, fa<*ilities for 
the ways and means and remittance ])rogramme of the Govern- 
ment of India — these have been among the welcome consequences 
of tlie export of gold from India. 

T. K. I). 


THK EXODUS OF GOLD 

Sinc‘e it begaji about the end of SepteinWr last the exodus of 
gold from India has been agitating the public mind a good deal. 
The leading commercial and ])olitical o])ininn has held that it is 
not in the best interests of the country and has been appealing to 
Government to place an embargo upon it and to themselves buy 
the gold offered for ^sale by the people. The Government, how- 
ever, maintain that it has l>een serving India very well. The 
country has derived nothing but benefit from it. They, therefore, 
have not only adopted an attitude of indifference towards it but 
have actually blessed it. 

What the leaders of the Indian commercial and political 
thought allege is this. They say that the gold that is being offered 
for sale by the people of India is ‘ distress ’ gold. The people are 
parting with it not for the sake of specuilative profits but because 
they cannot help it. Owing to the economic depression the prices 
of commodities have gone down very much — of Indian products 
much more than of the foreign commodities. The Indians ha^e 
consequently been very hard hit. Their incomes have beai 
siderably reduced whereas their commitments in the shape of labd- 
reveiiue, rent, interest, etc,, have remained the same. Thofe 
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committnents they mimi m€M3t. The only way in which they can 
do 8-0 is by drawiiii^ upon their reserves which are in the form of 
gold — ornaments or bars. It is distressful to a degree that the 
current requirements should be met not from current income but 
from capital. If sucdi a state of affairs were to continue for some 
time there is no knowing the sad irredicament in which India will 
find herself. 

But as the people must needs draw upon their reserves of gold 
in order to meet their* obligations, it is suggested that the (lover n- 
ment should stop the yellow^ metal leaving the shores of India by 
themselves purchasing the gold that is being sold at a definite 
j)rice4 If they did that the currency would expand in a more 
natural way than it was doing now, and the amounts of gold ])iir- 
clia^sed could be used for building uj) adecpiate reserves for the 
future Reserve Bank of India. 


The Govei’iiment advance the following arguments in sup- 
l«()rt of their point of view. In the first instance, they state that 
the exports of gold have turned the balance of trade in favour of 
India. Consequently they have been enabled to buy sterling bills 
to an extent more than suiKciont to meet their ordinary obliga- 
tions in Tendon and to repay the sterling loan of £15 millions 
which fell due in the middle of January last. In India, the 
buying of sterling bills hfus resulted in a much needtal expansion 
of currency and the lowering of the bank-rate from 8 per cent to 
b per cent, thus easing the situation considerably for commerce 
and industry. Secondly, the Government point out that the gold 
that has gone out of India has been from the accumulated stores 
of private people where it was lying as an inert and useless mass, 
and not from the monetary reserves of India which means that 
the currency position is as strong as ever. Thirdly, it is contend- 
ed that the total amo^iiit of gold that has left the shores of 
India represents a very small proportion of the total holdings of 
the people which, therefore, have not been much affected. The 
F. 13 
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total amoimt exi)orted has been something over SO eroi*e« ; th© 
total holdings of the population are much more than Rs. 700 crores 
which is the value that has been imported during the last thirty 
years only. What are Rs. 50 crores as compared to Rs. 700 
croresP Only a drop in the ocean. Lastly, it is said that the 
amount that the people have parted with has l>eeii sold at a good 
j)riee. They had purc-hased it at about Rs. 22 per tola and have 
disposed of it at about Rs. 30 per tola. Thus they have made a 
profit of about 37 per (‘ent on the sale. What more could they 
have ex])ected? 

The reasons for the Government not eutering the market as 
the iMiyers of the yellow metal brought out for sale are explaine d as 
follows : (1) For the Government as currency authority to buy gold 
now that the currency is divorced from gold would he a pure specu- 
lation.^’ (2) The (ikneriiment could not affoid to buy and 
hold all the gold which is being offered now for it has its own 
external obligations to meet.” (3) If current*, y reserves are re- 
quired, and if we could afford now to acciinvulate them, we have 
already our proper proportion of gold. It is rather external secu- 
rities that we need to complete a.n ample margin of reserves.” 
(4) We are indiiectly acquiring sterling securities against the 
gold e^xports so far as the proceeds are not required to meet the 
balance of payments due on private account. So far as our finail- 
( ial po^sition permits of it we shall use these seeurities to inereafle 
our currency reserves.” 

Between these two divergent viewpoints where does the trrith 
lie? It seems to us that what the Government contend has mbire 
force in it than what the other party allege. The gold that h»« 
been parted with by the people and shipped out of India has help^ 
cd the country in its hour of need and that is the purpose that it 
should have l>een expected and meant to serve. The ii$ual 
nal obligations of the country have been discharged and tbe 
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sterling' /debt .of iJ15i millions fim been paid off. The taxpayer 
has thus been saved interest charges. The currene^^ has expand- 
ed, and the bank-rate has gone down. The merchants and indus- 
trialists have therefore received the much-wanted relief. Then 
the private holder of the pretnOus metal has reaped a big profit on 
the sale of it and has been able to meet his (‘ommitments at a 
reduced cost — reduced by tlie amount by which the price of gold 
has risen. 

It is not very clear what is meant by calling flie gold that 
is offered for sale as ‘ distress ’ gold. Real ‘ distress ’ gold 
would be that which is sold at a nominal i)rice — sa,v, the statutory 
price, Rs. 21-?1-10 ])er tola and not that which is disposed of at 
a profit of about 37 per cent. Mven taking the word ‘ distress ' 
in its widest sense, how can it be held that all the gold that has 
come out of the hoards is ‘distress ’ gold? (bily that portion of 
it — which cannot be very larg(^ — that has beeji sold by the poor 
agricnilturists and wage earners to pay off their obligations should 
fall under that description, not all the gold which has been j)art- 
ed Avith by the rich and middle class people and merchants. Most 
of it should be termed ^ speculation ’ gold — sold for* the sake of 
specmlative profits. 

Kven if the whole of the gold that litus left the shores of 
India be taken as ‘ distress ’ gold, how' does it help matters? The 
})eople and the corntry bad t(^ discharge their obligations and they 
could not do so out of their current income. If the gold that had 
been hoarded Avas not intended to come to their help at such an 
hour AAbat purpose w^as it meant to serve? It had not thus far 
served any very useful purpose ; it had not IxAen of an^y great help 
to industry and trade. It had practically remained buried in the 
bow^els of the earth. Certainly it is not ('on tended that it should 
be like this for all time, (told is the most valuable asset that a 
country can have, but it is an asset only A\ben it can be and is 
mobilised. Otherwise it is a dead inert mass that might be lying 
anywhere, 
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As to the point that the Government vshoukl themBelves have 
purchased the gold that has been brought out, it certainly would 
have been spcxMilation for them to have done so at the present 
tiih© when the rupee is linked to the sterling. Even if they had 
done so, how' would they have discharged the external obligations 
of India,? Goods could not be exported to an extent sufficient to 
do so, and if the purchased gold had been Bhipped out for the pur- 
pose by the Governnient, they would have bpen criticised all the 
more, Tior would it have made any great difference. The only 
other ways to meet those obligations would have been either hy 
raising foreign loans or by selling securities. Hut tbo former 
Avoiild have burden(‘d the country with extra interest charges and 
the latt('r would have meant loss of interest as well as of capital 
owing to the d( preciation of seciiritie^s. 

When all this is vsaid it is not meant that what has been hap- 
pening in the matter should continue' to happen. No, all that is 
implied is that up to the presevnt what has occurred has Jypen for 
the good of the country. But it should not be allowed to go on 
indefinitely now that all intere.sts have been served. Gold is the 
most valuable possevssion a ('ountry can wish to retain. There is 
a limit beyond whicdi its exports Avoiild be dangerous to the 
(vxporti ng country — and that limit is reached sooner in the case of 
a countiy like India that is not much developed industrially. 
()])inion8 may differ as to whether that limit has or has not been 
reached in the (ase of the gold exports from here. Even if 
has not been I'eached, it is better to be on the safe side and sto|> 
short of it. Then, the expansion of currency cannot be indulged 
in continuously without leading to inflation with all its evils. The 
inflation point does not seem to have been readied in the expan- 
sion of Indian currency, but the country is perhaps not far from it. 
So, the exodus of gold from India; should now, begin to be a matter 
of anxiety to the Government as it has been to the people, and th^^ 
Governnient should be ready to take steps to control it. 
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Essays on Population and Other Papers, by J. A. Field. (The ITniver- 

sity of Chicago Press, Chicago, Illinois), June 1931 . Pp. xxix + 430 . 

Price ^ 3 . 50 . 

Though unfortunately little known to European scholars the lati 
Prcfes.sor Field was a remarkable person — noted for his original and 
meticulously accurate seholarshii), credited with an important and 
extensive collection of books on several subjects of his choice and re- 
cognised as one of the greatest demographers that America has pro- 
duced. It is also said that he had such a perfectionist attitude towards 
published work, and that meanwhile he was rather content with raising 
questions than answering them, that the physical volume of his output 
distinctly suffered thereby. “ The word or two that should be spoken 
in commemoration of him by a British fellow-student of his subjects^’ 
and has been written by Dr. James Bonar in his foreword is a highly 
appi*eciative, though posthumous, recognition by the professor on rur 
side of the Atlantic. “ The story of his life shows that more than one 
way was before his mind in youthful days ; he did not think himself 
lU'edestined to be Professor of Political Economy, or of anything elte. 
Economists gained when he was added to their ranks not, we trust 
at the expense of the man himself if his best faculty la.y elsewhere. . . . 
f feel,” Dr, Bonar pathetically concludes, that he had still much to 
tell us, when the deadly disease cut short his powers of speech two 
years ago, but we are glad his work, so far as it had gone, is not 
without record.” 

What the editor has brought together of this record work ” is 
divided into fifteen essays of two selections followed by 24 pages of 
list of books and pamphlets on population in the library of James 
Alfred Field. The Malthusian Controversy, Eiigenical Progress a'^^d 
Birth-Control are among his contributions to d?mo7ranhy — ■ponderou"', 
exhaustive and authoritative they are too. Of his Essay, (No. ITT) on 
the “ Early Propagandist Movement in English Population Theory ” an 
authority of the standing of Norman Humes has said, 1 
know of no fine example of historico-economic re^e^rch in the 
English language, no matter what tests are applied.” Of 
Birth-Control Field was both a participator end (detached observer, 
and he held that ''blind presentation will only increase its notoriety 
and spread the practice as it has done repeatedly in the past.” With 
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prevision he wrote, if the race is threatened with extinction, or FU’ 
genics proves the policy to be wrong, or the world witnesses a returi 
to naive religious belief, it is conceivable the movement may weaken ; 
but it is more probable that in the next generation it will spread and 
in time will establish as moral and even obligatory/^ The Essays on 
Eugenics perhaps bring the ‘ pure * Economist nearer to his thoughts. 
He points that “Eugenics speaks tlie language of ultimate 
goals ; life in economic society is living in terms of prc ximate 
goals and its rewards are in terms of immediate individual 
advantage. Is it possible or logical to set up ultimate goals 
which are not related to the prizes for which man strives? “What is 
wrong,” asks he, “ with an idea! in which every one pursues his im- 
mediate advantage?” Nay, he even holds that “between current eu- 
genic programmes and actual economic setting, there are indications 
of a real contrariety in piinciple.” A profound question has been a k- 
ed by him : “ Does Eugenics offer a method by ’which poverty may be 
eliminated?” though it may be thought that in the discussion, he has 
made an unfortunate confusion between the economists^ objective crile- 
rioii of ‘ poverty ’ and the psychiatric conception of ‘ sense of poverty/ 
To the economist, the students of Social Sciences and of Statistics 
and to those engaged in the teaching of Economics in graduate work, the 
three essays in Section IT are of abiding interest in spite of the’r 
slight antedating. The “outline of the course on the ^Standard (f 
Living ’ ” is an ‘ outline ^ only, but is comprehensive and profound. 
The inclusion of a long note on “ Higher Wants ” — the traditional 
higher wants of ^ dominant ’ classes and cf ^ emulated ’ classes and cf 
civilisation, the spiritual higher wants of aesthetics, morals and wis 
doni makes the thesis much broader. Essay No. XTV on “ The Log- 
arithmic Scale in Statistical Diagrams ” , savours too much of an exami- 
nation students’ performance but one for which even aiter fifteen 
years’ lapse of time cent per cent marks would have been given by 
the most orthodox examiner. The other Essay No. XITI “ On the Plane 
of Economic Theory in Graduate Work ” though short— extending only 
to twelve pages is in reality a magnum onus, scholarly, clear cut and 
emphatic, though slightly propagandist and ‘ trouncing ’ which perhaps 
American Institutions deserved. “The name Economics cannot lightly 
be applied to bare disorganised observation of the phenomena of in- 
dustrial society. On the other hand, it is wasted if it is made to 
refer exclusively to the irapalpabie substance of abstruse reffect*on/’ 
Again, the notion of historical relativity has latterly accustomed us to 
rend between the lines of English Economics, for example, the p^itics 
of merchant princes, the complaints of poor rate-payers, the differences 
between landed proprietor and a newly risen industrial bourgeoisie/* 
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Nor IS this enough, not even the whole range of the older economics 
will suffice as the basis of economics in the future. “ The modern eco- 
nomist must draw suggestion from other sources of thought and borrow 
new methods, new standards of scientific technique, wherever they are 
to be found and adapted.” To quote further ” Particularly auspicious 
among these ancillary fields of training are statistics and scientific study 
of so-called commercial subjects. Statical methcd and economic 
method are pretty certainly destined to have more and more in com- 
mon.” Characteristic of all the observations in the obiter dictum ‘‘ cf 
the coming generation of economists not all are no v professed 
by or consciously students of economics. Some a^e students 
in neighbouring departments of academic discipline, others are 
intelligent workers outside the academic circle. Nor is it likely 
that these as yet unrevealed economists will prove to be less signi- 
ficant and original than their fellows whose predetermined careers 
are now taking shape in the accepted groove of economic instruction.” 

K. B. M. 


Problem of Monopoly and Economic Welfare, by Dr. F. Zeutheu, 

George R-outledge and Sons, London, 1930. Price 7s. 6d. net. 

Pp. 152. 

This volume treats of a group of problems arising when competi 
tion is either precluded or limited. The underlying general problem 
is the century old (actually 1838) but very important problem first dealt 
with by Cournot and relates to the prices in markets where there is 
only a limited number of enterprises. As a special example the ques- 
tion of the wage in organised labour markets determined by threats 
of stoppage is examined at length. The argument is mathematical, 
though the deliberate use of higher mathematics is actually avoided. 
The answer to this question leads up to the element of truth con- 
tained in the general proposition that price in monopolistic competi- 
tion or bilateral monopoly is indeterminate and we are generally driven 
to the Edgeworthian conclusion that as far as purely economic forces 
go, there is nothing but 'chaos,’ Dr. Zeutheu’s argument does much 
to clear up the question and no less an authority than Prof. J. A. 
Schumpter has stated in the preface he has written to this book that 
" nothing )Of like interest or importance has been written since Prof. 
Pigou>s "Methods of Industrial Peace.’' 


K. B. M. 
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Intebim Eepobt of the Gold Delegation of t,ive Financial Com- 
mittee, League of Nations (Geneva, 1930) ; Selected Docu- 
ments Submitted to the Gold Delegation (Geneva, 1930) ; 
Legislation on Gold (Geneva, 1930) ; Second Interim Report of 
THE Gold Delegation op the Financial Committee (Geneva, 1931). 

These reports are of special interest and importance especially in 
view of the beginning of a new epoch, consequent on Great Britain’s 
slipping off the gold standard on September 21, U31. Their value lies 
in the data that the Financial Committee collected ; their weakness in 
the decidedly halting recommendations in the Second Interim Report 
where we are not given clear*cut rules of the game of the international 
gold standard. Possibly (and we say so not without reason) the Com- 
mittee tried to smooth over difficulties .and not to tramp on sensitive 
toes, especially those of France. 

The main point of these reports is that, so far as can be foresee!, 
the gold output of the world is likely to decrease, Mr. Kitchin, for 
example, estunates that within a decade, the world’s annual ontpul: 
of gold will have fallen from £83, 000, 000 to £76,000,000. Available 
data tend to show that unless steps are taken to avoid the danger a 
fall in the price-level due to scarcity of gold will occur in the fuiuie, 
but that if central banks and others take time by the forelock the 
dangers threatening the price-level can be postponed for a period long 
enough to make the master of really little practical importance. The 
sole practical use of gold today is to meet deficits in the balance of 
international payments, Gold has been withdrawn from CirculaMon 
and so an internal demand for monetary gold does not arise. To 
avoid a future shortage in the supply of gold the Gold Delegation 
suggests three lines of action— (1) the concentration of all monetary 
gold in the reserves of Central Banks ; (2) the economising of these 
reserves by the reduction of the current legal minimum reserve ratios ; 
(3) an understanding between Central Banks as to the excess of cover 
over the legal minimum ratio as occasion demands. 

In the last three years the rules of the game have been sadly 
neglected. I have recently analysed the official returns of twenty 
countries and compared these with those of the gold ho^trders, the 
United States and France. Since 1928 these twenty countries instead 
of increasing their gold reserves by 3 per cent each year have actually 
decreased these reserves by 28 per cent. In 1928 their gold reserves 
were £781,000,000, Todaj^ they should have been at an increase of 3 
per cent per annum £851,000,000. They are, however, only £563,000,000. 
This could not have but led to a serious fall in the pri cede vel. It 
did. The fall in world prices in the same inte^^ from 25 



ftEVIfiWS Ot BOOKS 553 

to 30 pBr ceftt. The United States and France Have increased their 
gold reserves by £413,000,000 in the last three years and between them 
hold over two-thirds of the world’s monetary gold. These two coun- 
tries are like the bad farmers who take large crops from the land but 
never put back anything to fertilize the soil for future crops. Great 
Britain would never have prospered as she did in the nineteenth and 
early twentieth centuries had it not been for the fact that she re-lent the 
gold and did not hoard it or sterilize it. When the financial history 
of the post-war period comes to be written the historian will be bound 
to conclude that the gold standard has worked disastrously fulfilling 
the worst fears that were anticipated and resulting in losses, and 
secondly, as some one has said, only to the losses of the Great War. 
Before the gold standard works as it should, it will be necessary for 
underlying causes, notably war debts and reparations, to be tp.CA'led. 
If France and the United States would lend to borrowers who want 
capital and also would lower their tariffs there would be a redistri- 
bution of the world’s gold. The gold standard is no longer function- 
ing as in the pre-war period. Movements of gold have ceased to have 
their normal effect on the domestic credit policy of certain countries. 
The Macmillan Committee was right when it said that ‘ the recent 
world wide fall of prices is best described as a monetary phenomenon 
which has occurred as the result of the monetary system failing to 
solve successfully a problem of unprecedented difficulty and complexity 
set it by a conjunction of highly intractable non -monetary phenomena’ 
(para 209). Perhaps the final Keport of the Gold Delegation will, when 
it makes its appearance, point the way to a solution. We wonder. 

G. F. S. 


Essai Sue la Nature du Commerce en General, by Richard Cantillon, 
Edited with a foreword by Henry Higgs, C.B. Macmillan and Co., 
1931. Pp. 394. Price 15s. net. 

Bichard Cantillon lived in the early part of the eighteenth century. 
The details, of his life are shrouded in obscurity, but we know that he 
was descended of an Irish Catholic family and had a distinguished 
commercial career, chiefly in Paris. His Essai was written in French 
between 1730 and 1734, and has been translated into English several 
times, but never so completely as in the edition before us. The woi*k 
is divided into three parts. The first is a general introduction to 
political economy and begins with a definition of wealth. ‘‘ The land 
is the spurce or m from whence all wealth is produced. The 
labour of man is the form which produced it, and wealth in itself is 
13 
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nothing but the maintenance, conveniences and superfluities of life.’^ 
He then goes on to discuss th el association of people in villages, tow^ns 
and cities, the wages of labour, the theory of value, the par between 
labour and land, the dependence of all classes upon landed proprietors, 
the multiplication of population, and the use of gold and silver. The 
second part is a complete little treatise on currency “ probably more 
profound than anything of the same size since published on the subject.’^ 
(Jevons.) The third part deals with foreign trade, foreign exchange?, 
banking and the refinements of credit It is this third part that en- 
titles Cantillon to fame, for in this he has shown a range of compre- 
hension surprising for his time. The Essai is therefore not merely an 
essay, or even a string of essays like those of Hume, but a systematic 
economists till Stanley Jevons ‘ discoverd ’ him in 1881. Even after 
Even the writings of Sir William Petty C Political Arithmetic and 
Treatise on Taxes and Contributions ^) are discursive and fragmentary 
when compared to Cantillon’s ^ Essai. ^ In many ways, this work anti- 
cipates the views of Adam Smith and Bicardo. 

In spite of such merits, Cantillon was practically unknown to 
economists till Stanley Jevons ‘ discovered ’ him in 1881. Even after 
that, economists were reluctant to accord him the place he deserves, 
and even Marshall had doubts about the ‘ solidity ^ of Cantillon^s views. 
Subsequently, Professor Fox well, a keen critic of economic tracts, gave 
Cantillon a high place among the first exponents of economic theory. 
Mr. Henry Higgs, who has perhaps examined Cantillon’s writings more 
thoroughly than any other writer, has recorded the following verdict : 
“ After reading well over a thousand economic writings of earlier date 
than 1734, I would put Cantillon’s analysis of circulation of wealth, 
trite as it may now appear, on the same level of priority as Harvey^s 
study of- the circulation of the blood.” Such a treatise deserves to 
be treasured ; and Henry Higgs must be congratulated on the master- 
ly way in which he has edited it. 

P. J. T. 


Imperial Economy Unity, by Lord Melchett. George Harrap, 1930. 

Pp. 194. 2s. 6d. 

This is a topical tract intended to convince statesmen that free 
trade within the Empire is feasible and advantageous. Several chap^ 
ters are devoted to a survey of the resources of the Empire, agricul- 
tural, industrial and mineral ; and suggestions are made for develop- 
ing them in the interests of the Empire. The idea is at least as old 
as the days of Joseph Chamberlain, and may even be regarded as a 
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vestige of the old colonial system. The aggressive (or is it the defen- 
sive?) aspect of it developed with the growth of the United States, 
Germany, France and Japan as industrial powers. 

The idea is magnificent, and if it can be materialised, it may meet, 
to a large extent, the need for a world economic organisation. The 
lack of geographical contiguity between the different parts c f the 
Empire has been a weakening influence, and even the latest develop- 
ments in long-distance transport have not made any substantial change 
in the situation. All the dominions have developed their own eco- 
nomic policies and impose tariffs upon the goods coming from the 
mother country and from sister dominions and colonies. Canada’s 
position is, in this respect, the most significant. 8he is economically 
more connected with her neighbour, the United States, than with the 
distant mother country and has given definite cncouraTement to the 
investment of much capital from th© U. S. A. within her territories. 
As Mr. Ray points out in his book on ^ The Future of Empire Free 
Trade,’ while there are only a few branches cf British firms in Canada, 
there are as many as 700 branches of U. S. firms there. Indeed 
Canada and the other dominions do give some ]ireference to British 
goods, and this commenced more than three decades ago ; but any 
large extension of it is prevented by the yiressing needs of revenue. 
Sir Wilfred Laurier, the Canadian Premier, })ut it pointedly at the 
Colonial Conference of 1907. Though I hold as an ideal policy,” he 
said, a policy of free trade within the Empire, even if at this moment 
the British Government were to tell us, ^ yes, we are prepared to 
give you a preference ; that is to say, we are prepared to give Free 
Trade all over the Empire,’ I would not be prepared, for my part, 
accept it. ... I would have to say for Canada that we are not p' e- 
pared to do that because we must insist upon our system of customs) 
duties in order to raise our revenue ” (p. 46). 

Further, the Empire is by no means self-sufficing in the matter of 
essential resources. For example, in the case of petroleum and raw 
cotton, the best qualities are now outside the Empire, and although 
much has been done to stimulate the culture of raw cotton within 
the Empire, its efficiency remains to be seen. Nor is economic harmony 
within the Empire so easy of attainment. Lord Melchett would ex- 
pect India to remain an agricultural country, producing raw materials 
for industrial countries, but this state of things is now rapidly passing 
away. The predominance of Lancashire in cotton manufactures has 
been effectively cballenped by Japan and even India, and not even 
the stoutest optimist will ever dream that Lancashire could regain the 
lost ground. And further, the chief markets for Indian exports are 
oiitside the Empire, Thus, with the grant of full fiscal autonomy for 
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India, one wonders whether the goal devoutly wished for by Lord 
Melchett will be brought nearer. How the Statute of Westminster 
will react on the situation remains to be seen. The latest factor to 
bf? reckoned is the proposal to have an “Empire Currency’* based on 
sterling. 

The author has made out a strong case for imperial economic unity, 
but it is doubtful whether the integral parts of the British Common- 
wealth of Nations will follow the load so earnestly given by one of the 
greatest British captains of industry. 

P. J. T. 


E.XCHANGE, Prices and Production in Hyper-Tnflation, Cermany, 
.P)20 — 23, by Frank 1). Graham. (Published for the International 
Finance Section of the Department of Economics in Princeton Uni- 
versity, Princeton University Press). Pp. 3G2. Price $3.50. 

The story of currency inflation in Germany during the period 1920- 
23 is undoubtedly the most stirring episode in monetary history. In 
this volume Prof. Graham has presented a scientific study of the 
vagaries of the mark which was solidly based on gold in 1913, and 
the value of which was something more ridiculous than zero in 1923. 

A uniciue feature of (urrency depreciation in Germany was, as is 
shown by th(> author with a wealth of detail, that the mark fell much 
more in foreign exchange than in internal purchasing power, i.e., 
foreigners lost confidence in the mark sooner than the Germans. This 
gave a great stimulus to German exyiorts. Towards the end of the 
period, however, the Germans themselves lost confidence in the mark 
and in November 1923 came the final collapse. 

A very interesting fact is pointed out by the author. The will to 
check (le]ireciation in Germany was not very strong. Prof. Graham is 
of the opinion that there was no national loss of substance on account 
of the phenomenal fall of the mark. The middle class bore the brunt 
of the loss while the industrialists and merchants materially improved 
their position. The gain of Germany from the sale to foreigners of 
money, which soon became worthless, amounted to several billions of 
dollars. Again, it was widely believed in Germany that improvement 
in public finance would lead to still more severe reparation exactions 
by the victors in war. However, it was the occupation of the Ruhr 
by the French and the Belgians and the enormous issues of paper mark 
to finance the passive resistance movement offered by Germany to 
the aggressors which finally led to the collapse of the mark, 
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Part I, especially the brilliant introduction and Part IV would be 
read with great interest by the general reader, for in these portions 
the thrilling story of the fall of the mark and its consequences is told 
with consummate skill. 

Part II is a very valuable contribution to monetary economics. 
It gives the ^students of economics a masterly treatment of the ques- 
tion bow far the orthodox theories on currency and exchange were 
conhrmed or re})udiated by the stu]>endous happenings in Germany. 
The sections on velocity of circulation of money, on the limitations of 
the quantity theory of money, on the close correspondence between 
actual exchange rates and the theoretical pars based on relative prices, 
should be carefully studied by all who want to be u|)-to-date in raone- 
ta]*y economics. 

Part in will appeal to the statistically ininded. 

In short it is a Varilliant exposition of the most striking monetary 
experience in the history of the world and would be read with keen 
interest both by students of economic history and by students of eco- 
nomic theory. 

D. L. D. 

The Cotton and Industrial Tanoashire, in0C~-<l7R0, by Alfred P. 

Wadsworth and Julia De Lacy Mann. Manchester University Press, 

1031. Pp. xii f 540. Price 25s. net. (Manchester Unive’''Bi(y 

Economic History Series No. VII.) 

It is in the fitness of things that the University of Manchester 
undertook the publication of this book which deals with the early 
history of the Lancashire Cotton Industry and of the cotton trade in 
England. The authors have made a detailed study of the beginnings 
of the Cotton Textile Industry in Lancashire in the early days of the 
seventeenth century and of its gradual evolution till the introduction 
(if the factory system towards the close of the eighteenth century. In 
that connection, they have also traced its parallel development in 
France and have dealt, with some of the salient features of working-? 
class life of Lancashire before the advent of the Industrial Revolution. 

There is no doubt a lack of unity in the book, as the authors 
themselves have admitted in the Preface, due to the fact that they 
began their researches independently — each dealing with particular 
aspects of the sixteenth-and-seventeenth century commercial history of 
England. Nevertheless, it is an interesting and valuable study and 
is an important contribution to the commercial and industrial history 
of England for those centuries. The authors have put before us for 
the first time, we believe, a mass of hitherto unpublished information 
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in that connection. Chapter VI which deals with Indian Influence on 
the Cotton! Trade of England and Chapter VIII wherein certain figures 
relating to competition between Indian and British cotton piece-goods 
in the African market during the eighteenth century are given, will 
be of special interest to Indian readers. 

A number of maps, charts and a very good index add to the; 
iilility of the book. The get-up is also excellent. We wish a similar 
piece of research on The Cotton Trade and Industrial Bombay ** 
were undertaken by some of our Indian economists. 

S. C, B. 


The Statistical Year Book of the League of Nations, 1930-31. 

Published b,y the Secretariat of the League of Nations, Geneva, 

1931. Pp. 279. Price 7s. 0d. 

'The League of Nations has been publishing very useful literature 
on economic, political and legal subjects every year. One of its most 
important annual publications is the Statistical Year-Book, the publi- 
cation of which began in 1929. 

The Year-Book under review gives the most up-to-date statistics 
of area and population, trade, transport, agricultural, mineral and 
industrial production, public finance, exchange, prices, wages, un- 
employment, labour disputes, etc., relating to sixty-one countries of 
the world. 

The Year-Book contains 121 tables the following of which are of 
special interest at the present moment: discount rates of Central 
Banks, market rates of discount, index numbers of shares, yield of 
bonds, unemployment by groups of industries, strikes and lock-outs. 
The book contains for the first time several specially prepared geo- 
graphical maps. 

The usefulness of the book has been greatly increased by a de-^ 
tailed alphabetical cross-index, both by subjects and countries at the 
end of the volume. 

D. S. D. 


International Institute of Agriculture : The Agricultural Situation 
in 1929-30. Pp. 174. Burae, 1931. 

This small and attractive publication is the first volume of its kind 
brought out by the International Institute of Agriculture. It deals 
with an economic commentary of studies of world agriculture based 
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OP the statistical data supplied in the International Year-Book of 
Agricultural Statistics for 1929 - 30 , and intended to give an indication 
of the principal tendencies shown in the agricultural situation. 

The whole volume is divided into four chaijDters. The first chapter 
deals with the problem of ‘ The Agricultural Produce Market,' the 
second with ‘ Government Measures of Farm Belief,' the third with 
‘ Action taken by Voluntary Organisations in the Interest of the 
Producers,’ and the fourth with ‘ The Economic Conditions of Agri- 
culture.' In this publication the question of cereals particularly 
wheat is especially emphasised. References have been m .de to 
facts and measures belonging to earlier periods, before and during 
the war, for proper interpretation of the present development of 
agriculture. 

Though the present volume is the first of a series of Economic 
commentaries which it is proposed to imblish annually and therefore 
auite capable of improvement, yet it contains much that is of interest 
and value. Later supplements of this character to the Internat'onal 
Year-Book will undoubtedly throw a flood of light upon the economic 
conditions of world agriculture, if they happen to include references 
to a greater number of countries and also contain enquiries relating 
to a larger number of agricultural products with a critical analysis 
of the situation of certain other branches of agricultural activity. A 
further improvement in the work will be effected, if it presents a 
thorough examination of correlations existing between the fluctuations 
of production, trade and prices of certain products. 

S. L. A. 


The Approach to Economics, by H. M. Scott. Christophers, London. 

Pp. 211. Price Ss. 6d. 

This little book explains in simple and clear language the ele- 
mentary principles of economics. It touches, though in brief, almost 
all important topics connected with the subject. Everywhere illus;-^ 
trations are given profusely to make the meaning clear, and diagrams 
are also used in Chapter III on Demand to explain the movements 
of price. For beginners it contains a valuable store of information. 

The author has dealt with, the modern Optimum theory of popu- 
lation, explained the difficulty in distinguishing Land from Capital, 
and described similar other matters affected by recent developments 
in a striking manner. The book is undoubtedly fitted very much for 
the use of students of our Intermediate classes, who ought to be 
familiar at least with such important modifications occurring in eco- 
nomic terminology and thought. In our opinion, too many unneces- 
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sary details cannot bring as much good to students as a thorough 
grasp no matter even if it be of the bare basic principles. Our B. A. 
students also will add much to their knowledge, only if they care tv 
gc through it once. 

The type and get-up pf the book are excellent. 

The author is to be heartily congratulated for bringing out such 
a useful and handy volume. 

S. L. A. 


The Economic Evolution in England, by Frederic Milner. Mac- 
millan and Co., 1031. Pp. 451. Price Gs. 6d. net. 

This volume treats of the economic evolution in England from 
the earliest times to the present. It is divided into four books. Book 
I ideals with the Pre-Conquest (Eras up to 10G6, Book II with the 
Middle Ages, 1030 to 14^5, Book 111 with the Age of Nationalism, 
1485 to 1760, and ,Book IV with the Modern Age from 1760 to the 
l)resent day. Each of these books first gives a general outline of the 
economic situation and then deals with agriculture, industry, trade, 
towns, revenue and communications. But economic thought is con- 
sidered from the second book, and banking and poor law from the 
third book, onwards as they are not of importance till the periods 
discussed in those books. 

To get an idea of the change that came in the economic sphere 
in England the situation at the end of each period may be briefly 
given. At the end of the Pre-Gonquest Eras, “ England was the 
laggard of Euroi)e but she had nevertheless made considerable strides ** 
which were almost entirely due to her foreign invaders. At the end 
of the Middle Ages, capital had come in, and that had “ undermined 
all medieval rural and urban organisation.” The Middle class had 
evolved — ^the middle class who were “ to be the aristocracy of the 
Tudor period and were to take the place of the old feudal aristocracy,^’ 
who were against local separatism, and in favour of the centralisa- 
tion of the whole nation under a powerful monarchy,” who were re- 
sponsible for the tremendous prosperity of England from the Middle 
Ages onwards,” and who made England one of the greatest com- 
mercial powers of the world long before the Industrial Revolution 
made her the “Workshop of the World.” At the end of the Age of 
. Nationalism “ the foundations for the later developments which were 
to revolutionise every side of life in England had been laid. Capital 
was assuming something like its modern importance ; industry, triwie, 
and agriculture were advancing; rich men ... were ir^creasing ; and 
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the general standard of life throughout the whole of the country was 
rising.” In the year 1760 England was on the threshold of a great 
change. The change took place in the Modern Age in which England 
has steadily assumed an increasing amount of European and world 
importance. She has become the wealthiest country in the world, and 
has only recently been challenged. Her industrial progress has led 
the way to the rest of the w^orld, her trade has raised the standard 
of life in every other country, . . . Her agricultuie if it has gradu- 
all 3 ’' declined in relative importance, ,is still, technically, of very high 
standing, her shi)>ping is still the greatest in the world, and in her 
treatment of labour she has shown that decency and good conditions 
are essential for efficiency.” 

The volume is excellently^ written. Its suhjeci -matter is very well 
arranged and carefully analysed. It affords a very pleasant ]‘e:i(iing 
and is moreover iip-to-date which very few economic histories of 
England are. We accord our whole-hearted welcome to it. 

(1. D. K. 


The Industrial Evolution and the f>?ONoiviJO World of Today, by 

L. W. White and Shanahan. Longmans, 1932. Pp. 378. Price 

Gs. net. 

As the title of this book indicates, the book is divided into two 
parts. Part I deals with the industrial evolution or the history of 
economic and social change, and Part II concerns itself with the eco- 
nomic world of today or the present-day economic system and its 
problems. Altogether there are sixteen chapters in the book, nine 
in Part I and seven in Part II. Part I begins w^ith a narration of the! 
rise and decline of mercantilism and goes through the history of the 
revolution in agriculture, industi\y, communications and trade and 
commerce, and then describes the growdh of trade unions, the ameliora- 
tion of working and social conditions and the relief of poverty^ sick- 
ness and distress. Part II discusses the structure of the modem 
industrial organization, the financing of industiy, trade fluctuations, 
international trade, unemployment, public finance and current eco- 
nomic and social questions. 

The book owes its publication to the fact that there was no book 
available that would explain '' in terms which the sixth form student 
of history or modem subjects can readily understand, the essential 
features of post-war economic life and the way they have grown out 

F. 14 * 
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of the past.’’ There is no doubt that this deficiency has been very 
well supplied by the book. It gives in an easy style and as compre- 
hensively as needed a very good idea of the course of the Industrial 
Revolution in its various aspects and of its different results as well as 
of the chief features of the present-day industrial structure and the 
various social and industrial questions that have arisen out of it — ( 
questions like the cry of back to the land, the conflict between labour 
and capital and the greater equality towards economic welfare. As 
regards the last of these questions the conclusion of the book may 
be noted. It is — Greater equality of economic welfare is in self a 
very desirable thing, but . . . it is almost certain to lead for a time 
to a slackening off in aggregate production. For two reasons. The 
incomes of the w^ealthy are thereby reduced and so also are the 
natural savings which in every country come from the surplus incomes 
of those who have more than they can easily spend, not from any 
increased receipts of the workers. The volume of production suffers 
not only through the small sources in working capital, but also be- 
cause wageearners take out part of their improved welfare in more 
leisure. Great Britain appears just now to be moving towards greater 
equality of material welfare at the cost of a less rapid advance than 
hitherto in economic ymogress. If the process is continued, the eco- 
nomic leadership of the world must definitely pass elsewhere, it may 
be to the United States.” 

The book is very well written indeed. Not only is it useful for 
those for whom it is yirimarily meant but also for students of Univer- 
sities and for the general reader. We would gladly recommend its 
perusal to all those who are interested in economic evolution and the 
present-day problems of industrialised countries. 

G. D. K. 


Fields and Farmers in Oitdh : University of Lucknow — (Studies in 
Economics and Sociology. Edited by Radhakamal Mukerjee, M.A., 
Ph.T)., Professor of Economics and Sociology, University of Luck- 
now. Published by Longmans Green and Co., 1929. Pp. 302. 

The Introduction is by Dr. Radhakamal Mukerjee while the three 
papers comprising the volume are 

“ A Social and Economic Survey of Village Malhera, District Har- 
doi,” by Krishna Sahai Asthana, M.A., Professor of Eco- 
nomics, Government Intermediate College, Fyzabad ; 



REVIEWS OF BOOKS 


563 


An Agricultural Survey of Bakshika Talab, District Lucknow/^ 
by Girwar Sahai Saksena, M.A., Lecturer in Economics, Agra 
College ; and 

Agricultural Labourers ; An Inquiry into their conditions in the 
Unao District/' by Hari Har Dayal, M.A. 

Dr. Mukerjee says that these papers were submitted as theses for 
the M.A. by the respective candidates. 

In his introduction Dr. Mukerjee bewails the absence of an Indian 
School of Economics and Sociology: ^‘nowhere has there V)een a 
greater neglect of the realities of economic life than in the curriculum 
of Economics in Indian Universities . . . “ Few constructive pro- 
grammes,” there are, Dr. Mukerjee says, which the masses can under- 
stand and work out for immediate benefit.” The piospect does not 
appear to be so gloomy as, among numerous efforts towards this end 
in the different Universities in India, Dr. Mukerjee is himself taking 
no mean share. The rest of the introduction deals with the notable 
points in the three pa|>ers, and the fundamental importance of eco- 
nomic inquiries. The Editor notes how the cultivator's time table, 
costs and profits, the size and distribution of his holdings, his poverty 
and indebtedness, have all been subjected to a meticulous examina- 
tion ” by the author of the first paper. The size of the average hold- 
ing is less than four acres in the southern portions of the U. P. while 
it is more in the north-western portions of the Province. The dis- 
crimination of tenants according to castes, the levy of nazars and 
blunts, the enhancement of rents, absentee landlordism — all have their 
share in depressing the position of the small tenant.” With labour 
uneconomically distributed as between minute holdings of one’s own 
and inefFicient operations in the fields of others who despise manual 
labour, agricultural cost constantly rises, touching upon the low stand- 
ard of living of the people.” 

Turning to the importance of repeated economic inquiries, Dr. 
Mukerjee says: “The net gain to the areas served by the canal sys- 
tems from an introduction of a new crop or a change in the system 
of rotation which will accompany canals, can only be estimated after 
a careful scrutiny into the size of the economic holding, normal agri- 
cultural costs and outturn, normal profits, etc., in typical areas and 
over a number of years.” 

While all interested in Indian rural economics should congratulate 
Dr. Mukerjee on his giving out such papers dealing with rural con- 
ditions in particular areas, certain observations are offered here with 
a hope that all interested in rural economics will take them in the right 
spirit, as from an humble worker who has spent some time on such 



564 


REVIEWS OF BOOKS 


work. Agriculture, soli physics, irrigation and economics are widely 
different subjects. Yet the first three have such a close bearing on 
the economic well being of man that the usual tendency for the eco- 
nomic reBearcher is (probably unconsciously and with the best of 
motives) to trespass into the province of the agricultural chemist, the 
soil |jh.ysicist and the irrigation engineer. Specialisation is the order 
of the day, and t^xperts in those fields would smile at many of the 
generalisations which many an economics student has put forward on 
matters relating to their respective fields. While these experts them- 
selves are feeling that they cannot say the last word on problems 
facing them, it would be quite pointless for us to rush to expression 
of opinion on problems really theirs. For instance, the third paper 
has the following sentence : 

“ The land is frequently unevenly watered and the subsequent 
cultivation is not uniform, leading to a poor tilth ”... 

When canal water however abundant and cheap, is mis- 
used by the cultivator, the natural fertility of the soil is 
apt to suffer and give adverse and poor returns after a few 
decades of successful cro]»s. No modern system of improv- 
ed agriculture would be complete by itself as long as there 
is (was?) a divorce between the triple problems of water- 
saving, fodder production and methods of cultivation.” 

A second danger to be scrupulously avoided is quotations from 
periodical publications of economic statistics by Government, and from 
olher writers in the presentation of the results of such original in- 
quiries. The publication under review is beset with frequent quota- 
tions from Cannan, Darling. Neville and a few others. Chewing on 
such official statistics and other writers, sitting in the TJniversity 
library, is categorically different work from going out to villages on 
field work, making direct and full inquiries, compiling and verifying 
data on the spot, and putting such data before the world. Of course, 
a few explanatory remarks along with such data cannot but be wel- 
comed. And such compilation, for the sake of precision and complete- 
ness, should be limited to a few questions in the case of each or a set 
of researchers. The three authors have done some field work, but 
the original data (with names and figures in each case) are not given. 
The publication should have certainly been much more valuable with 
these data in fullness. Certain anti-mahaian generalisations by the 
third writer would certainlv be challenged by the mahajans of the 
Unao District, but if the author had given (if he had really collected 
and analysed) full data supporting his generalisations, the challenge 
should not be so easy. On the other hand, the grim situation should 
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have been realised by the reader in clearer perspective. Half a dozen 
such publications of full data must reasonably lead to healthy bills 
being put up before the local legislature. 

Another equally imj)ortant effect of the publication of the full 
data^ would be to show the true place of economic motives in Indian 
rural life. Ignorance, illiteracy, superstition, fatalism, and a rare kind 
of instinctive hospitality and charity -all have combined to persuade a 
very large number of villagers in this country to attach little 
importance to wealth. They do not admit, that wealth and welfa e are 
(brectly proportionate to each other, nor do they believe that business 
calculations always come true in practice. Hiicb astonishing (yet not 
(juite irrational) apathy to problems of food, clothing and shelter can 
be ]>est shown up to doubters only by means of data actually 
collected. 

The task of collecting data is by no means easy: it can easily be 
FuisdoTie. Such work cannot l)e ordinarily done properly by students — 
under graduate or ]U3st graduate whose aim is the University degree. 
Nor can it be demo by the or'dinary honorary worker who would 
geTierally not care to bother himself beyond a point. Fully qiialified 
and ex))cricnced wholetimers should be allowed to take up such work, 
in'eferably confining themselves resi>ectively to a, few problems. 

Dr. Mukerjee is /i laborious worker, and it is earnestly hoped that 
future issues of Studies in Economics and Socdolcgy ’’ of the Uni- 
v('rsity of Lucknow, will help us ah>ng the directions indicated above 

S. K. 1. 


Malabau and the T)i^T(ur, by K. M. Fanikkar. Messrs. D. B. Tara 

porevala Sons and Co., Bombay, 1931. Pp. 18B | 7. Price 6 r. 

Ml*. Panikkar’s book, ‘ Malabar and the Dutch,’ is an excellent 
piece of historical work : and, based as it is, on original documents 
it is specially valuable. Not only the subiect-matter of the book, but 
also the style in which it is written, makes it an interesting study, 
fn its survey of the Dutch connection with Malabar, the author has shown 
that the connection began immediately after the decline of the Portu- 
guese naval power on the Indian seas. The Treaty which the Dutch 
ccncluded on their first landing on the Malabar coast with the Zamorin, 
Emperor of Malabar, gave them first footing on the soil in T604, 
Their endeavours in the early period of settlement were directed to 
wash out the last vestige of Portuguese influence in Malabar. With 
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this object in view they eBtablished a base in Ceylon, fought the 
Portuguese and expelled them from Cochin — a. Portuguese stronghold 
and a position which controlled Malabar trade. The Dutch had as 
their ultimate aim the capturing of the Malabar trade and, therefore, 
concentrated their attention on Cochin, occupied the fort and took on 
hand the consolidation of the commercial and political powers of the 
company. The power of Cochin Raja was smashed and he was forced 
to enter into agreements by which virtually Cochin State was handed 
over to the Dutch. The Zamorin also helped the Dutch in building 
up their influence in Cochin and in the neighbouring states, and for 
this he was rewarded by the Dutch with important positions in the 
neighbourhood of Cochin. Thus grew up rivalry and feud between 
Cochin and Calicut a Bituation which helped the Dutch in gaining 
their end. 

The Dutch trade, however, did not flourish, because the petty 
chiefs on the coast getting disgusted with Dutch aggression, openly 
traded with the English and a great portion of the pepper produce of 
the country used to reach the English. 

It was indeed unfortunate for Malabar that the Zamorin rather 
than join hands with Cochin to check the exploitation of the Malabar 
trade by foreigners, adopted a policy of self-aggrandisement at the 
expense of Cochin Raj. Open hostilities ensued between Cochin and 
Calicut ; and the Dutch supported Cochin. The campaign no doubt 
ended in favoui’ of the company ; but the benefits derived therefrom 
were not commensurate with the enormous expenditure incurred by 
them. While the Dutch were engaged in warfare with the Zamorin, 
a new power appeared on the horizon of Malabar which threatened 
the Dutch supremacy and ultimately destroyed it. This was Travan- 
core. 

Travancore had a chequered history. Originally it was a small 
principality, and did not count much in the general politics of Malabar. 
Internal dissensions among the chiefs reigned supreme till the time of 
Martanda Varma. Martanda Varma on his accession to the throne set 
himself to the task of establishing order and peace in the State. Part*- 
Iv with the help of Moghul forces and partly with the army he raised, 
Martanda Varma ticked the nobles sentencing forty-two of them to 
death. Thus he struck at the root of the old feudal system and 
established autocracy of a stern type. After suppressing the subversive 
forces in his state, Martanda Varma consolidated his position in the 
adjoining territories. The Dutch who were already feeling nervous on 
account of the progress of Travancore, came in direct conflict with him 
over the question of Quilon gadi which Martanda claimed himself oh 
the death of the king. A fierce battle was fought at Colachel in which 
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the Dutch army under Van Imhoff suffered a defeat. This decided the 
fate of the Dutch ; and they never recovered from this terrible defeat. 
I* or Travancore the main obstacle was removed^ and Martanda Varma 
marched on victoriously with his expansionist policy. Eajas of Kayam- 
kulam and Purrakad were subdued. While engaged in these cam- 
paigns the Dutch suffered heavy loss in pepper trade ; and the military 
expenditure depleted their treasury. Placed under a very awkward 
position, the Dutch entered into a treaty with Travancore by which 
the Raja undertook to deliver pepper annually 1,509,999 lbs. and the 
Dutch surrendering all the pretensions of political authority. 

The situation in Malabar by the attempted invasion of it by Hyder 
Ali added to the difficulties of the Dutch and they sought alliance wdth 
the Raja of Travancore. Having failed there, the Dutch made the last 
attempt to save themselves by asking the Colombo governor to send 
them reinforcements. Luckily for them Hyder did not attack the 
Dutch possessions being preoccupied with the English elsewhere. He 
was succeeded by Tippu who started on the plan of attacking Travan- 
coi’e, but Ayakotta fortress in the possession of the l^utch stood in the 
way. Having failed to buy up the fortress, Tippu fought with the 
Dutch, but lost heavily. Soon afterwards British invasion under the 
command of Major Petrie forced the Dutch to yield, and thus the Dutch 
flag ceased to fly on the Malabar coast in 1795. 

Chapter X of the book deals with the Dutch administration and 
trade. It is indeed a very interesting and instructive account of early 
f( reign administration and also of the vicissitudes of Dutch trade. The 
subject has been enlivened by the comparative study of the Portuguese 
system of administration and trade policy with those of the Dutch. 
In this the author has given ample evidence of his scholarship and 
clear insight into the details of Malabar administration of the period 
under review. 

L. N. G. 


The Indian Cotton Textile Industry, Its Past, Present and 
Future, by M. P. Gandhi, M.A.,F.R.E.8., F.8.S., Secretary, Indian 
Chamber of Commerce, Calcutta. Pp. 127. 1930. Price Rs. 3 or 

es. net. 

This monograph is a thoroughly revised and considerably enlarged 
edition of a successful competitive prize essay on the subject, submit- 
ted by the author for the Ashburner Prize, awarded by the Bombay 
University. Mr. G. D. Birla, ex-M.L.A., the well-known millowner and 
philanthropist contributes a beautiful foreword. 
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The book is divided into nine chapters, there is one appendix, ah 
index and a good Bibliography at the end. The first chapter gives a 
bird’s eye view of the trade, manufactures, and quality of 
cotton fabrics in ancient times and summarises the position of the in- 
dustry up to the Moghul pei iod. Chapter II deals with the state of 
the industry under the Moghuls and Chapter HI deals with the indus- 
trial organisation of the cotton industry up to the end of the Moghul 
period. Chapter IV' discusses the effect on the Cotton industry of the 
Trade Policy of the East India Company up to 1767. Chapter V is 
devoted to the discussion of the causes of the decline of the industry 
under early British rule, while Chapter VI discusses the development of 
the cotton mill industry in India up to pre-war times. Chapter VII 
deals with the cultivation of cotton in India and the recent experi- 
ments that have been made to grow long-staple cotton. Chapter VIII 
deals wdth the hand loom weaving industry and Chapter IX discusses 
the post war problems of the cotton mill industry, while the appendix 
gives a brief account of the phenomenal rise of the Japanese cotton 
industry in China and Japan. 

As is natural in a small monograph the first few chapters are some- 
iwhat sketchy, but the author hcas taken considerable pains and done 
laborious research work by havirjg access to several not easily accessible 
documents and has thrown a considerable light on the history of 
India’s greatest national industry. The book is heavily documented 
and gives a very fair account of tfie vicissitudes of the industry in a 
perfectly scientific spirit. The author has very thoroughly discussed 
the causes of the decline of the cotton industry. His treatment of the 
subject is absolutely free from political or racial bias. He rightly 
appeals to the sentiments of the people in favour of their national in- 
dustry and we cannot blame him, for sentiment has a rightful place 
in our economic life. 

The chief causes that brought about the decline of the cotton 
industry in India during the latter part of the eighteenth century and 
the first half of the nineteenth century are too well-known to students 
of the economic history of India. The invention of the power-lcom 
and other mechanical appliances, the restrictions imposed by England 
and other European countries, the loss of the local market, the treat- 
ment accorded to Indian manufacturers by the East India Company, 
the encouragement given to agriculture at the expense of industries, 
the revolution in the means of transport worked havoc with the itt- 
dustry, with the result that '' Lorig before 1858 when the East India 
Company’s rule ended, India had ceased to be a great manufacturing 
country.” 

The author rightly points out that the history of the Indian 
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cotton mill industry from 1855-56 when the iirst Indian Mill commenced 
working up to 1914, is a record of the struggle of an infant industry 
to establish itself in the country in spite of serious handicaps such 
as foreign competition, a duty on silver and the cotton excise duty. 
Whatever progress our cotton industry made was due to some natural 
advantages, like the proximity of the market, saving of freight, good 
supply of labour, etc.., and not due to any protection which a low 
revenue duty was supposed to have given it. 

The author is perfectly right when he says that the war gave a 
great stimulus to the Cotton Mill Industry in India. The years that 
followed the outbreak of the war were years of unusual y)rosi)erity for 
the industry as prices I’ose by lea])s and bounds, but the millowners 
lost an exccdlent opportunity afforded by the war of developing their 
market fully by pushing the sales of their goods in India and export- 
ing their goods abroad. They adopted a, narrow and sliort sighted 
poliey. In their greed they declared high dividends a^’d made no 
])rovision for reserves. The milhnviiers did not frresee that depression 
might follow the boom ):)eri(Ml and distributed all their )>rofit which 
could be drawn upon in less favourable times. 

After 1923 the industry has been experiencing unjairalleled depres- 
sion duo to the loss of China trade in yarn, the ill-suited currency 
policy of the Government, unfaij* competition from Japan, the increase 
of costs under different heads and the high railway freights. 

Every one would agree with the author that the ultimate aim of 
the Indian Cotton Industry should be to have a full command of the 
Indian market. In order to achieve this object, it is absolutely 
necessary that the Government, the milUnvners and the labour leaders 
should cooperate together and try to place this valuable national asset 
on surer foundations. There is already a growing sentiment of Swa- 
deshisni among the |)eo|)le and the recent increase in the rates of 
duty imposed on cotton piece-goods under the Cotton Textile Industry 
Protection Act, 1930, by the two successive finance Acts has given a 
certfiin degree of protection to the industry. The Government of 
India is also alive to its sense of duty and it has recently (8th April, 
1932) ordered a Tariff Board Inquiry into the Protection for ortton 
textile industry. The Board would shortly examine bow far the claim 
of the Indian cotton textile industry to protection has been establish- 
ed and in what manner and to what extent protection should be g.ven. 
The appeal of the author to the Government to give the industry 
adequate tariff protection has met wdth a somewhat belated response and 
it is hoped that the industry would receive the close attention of the 
Government, the capitalists, the labour leaders, politicians and eco- 
nomists, which it so richly deserves. 

F. 16 
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The author is to be congratulated on producing such iu nice and 
valuable book and his labours would be amply rewarded, if the cotton 
industry receives adequate help and encouragement from the people 
and the Government of India. 


K. P. B. 


How TO Compete with Foreign Cloth, by M. P. Gandhi, M.A., 

F.R.E.S., F.S.S. Pp. 12 :j. Price Rs. 3. 

How to Compete with Foreign Cloth,” by M. P. Gandhi, has 
appeared at a very psychological moment when the cry of Swadeshi 
is being heard from every nook and corner of India. The monograph 
should claim an attention not only from every Indian student of Eco- 
nomics and from every social worker engaged in the cause of promo- 
tion of the welfare of the millions of poor peasants suffering under- 
employment for want of a subsidiary occupation, but also from the 
Indian cotton millowners. 

It briefly describes in a clear manner the history of the Weaving 
Industry in India from the ancient times and shows the present posi- 
tion of the important national industry. In this connection the land- 
marks of the policy of the British Government in England and India 
directed to kill the flourishing Indian handloom industry which was 
threatening the cotton manufacturing industry in England in open com- 
petition, given in Appendix II of the book are interesting. 

From the mass of the statistics which the author has hunted out 
he has made out an irrefutable case for hand-spinning and hand- 
weaving showing that the fear of competition between hand-woven and 
mill-made cloth in India is baseless and that the two methods of pro- 
duction are really complementary, having their special fields, and help- 
ing each other, the hand-weavers using the extra yarn made by the 
mills. 

Besides showing the practicability and usefulness of hand-spinning 
and hand-weaving flourishing side by side with the mills, and the two 
combining to keep out foreign cloth, and facilitating the exportation of 
Indian cloth, the book shows the scientific method of research work 
in the field of Indian economic problems. 

Finally in the words of Sir P. C. Ray, “ the author has had the 
rare fortune of having the proofs of his work gone through by Mahatma 
Gandhi and it will be a considerable satisfaction to the public to know 
that the book has met the general approval of Mahatmaji. . , . He 
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has also incorporated some suggestions made by Mahatmaji, and thus 
made his book more useful and authoritative.” 

R. P. 


Review of the Bulletin No. 53 entitled “ Experiments in Electro- 

Farmino, by S. S. Nehru, B.A., B.Sc. (Allahabad) : M.A. (Cantab) ; 

Ph.D. (Heidelberg) ; T.C.S., M.L.C. 

I 

The bulletin appears as a unique contribution to our records of 
research on farming problems in India. As the author rightly points 
out. Electro farming is in general unsuitable to the present conditions 
in India, due partly to the small and scattered holdings and partly to 
the economic conditions of the average fanner. Research in Electro- 
culture, however, is of the highest value to Agriculture in India since 
there is much room for improvement both as regards quantity and 
quality of crops produced. T)r. Nehru has drawn certain conclusions 
which require further experimental and observational confirmation. In- 
deed it is quite possible that discoveries of an astounding character lie 
hidden beneath the surface of a good deal of the work done. 

The chayiter entitled Theory of Electro-Culture ” is an excellent 
review of present-day knowledge of the subject and Dr. Nehru’s own 
theories of electro chemical action would appear to be of more than 
scientific interest. The generalisation regarding Mosaics and the 
question of cent per c^ent recoveries with electric treatment (vide p^ge 
139), however, need further verification. 

IT 

The simple methods suggested for seed energisation are commend- 
able. Dr. Nehru’s researches show that energised seed tends to lose 
its charge in course of time. It ivould fippear, therefore, that the 
changes which occur in the seed are not of a permanent character. 
Also while the effect on the quantity of yield is apparent, it has yet to 
be ascertained as to what happens to quality of the product. 

The grid and grille method of field energetics does not appear to 
satisfy the six conditions for the Indian farmer formulated on page 
B of the bulletin. 


Ill 

Invigoration of vegetative growth by energising seed for plant ha« 
been demonstrated (vide Chapter II) but as to whether increased vege- 
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tative growth has any special significance as regards yield has not yet 
been sufficiently established (vsee Chapter III). 

A very important suggestion made is that soil energisation is the 
most fruitful of the three alternatives, viz., energisation of the seed, 
the plant and the soil. Scientists are well aware that chemical pro- 
ducts alone do not function as soil fertilisers but that the whole pro- 
cess of fertilisation is Ijoiind up with biological factors. 8oil ener- 
getics by a simple stimulation of nitrogen fixation and other similar 
processes in the soil, |)r(>mises a great future for research of this kiiid. 

IV 

On page 132 of the bulletin the following statement occurs: 

It is evident that the application of electric forces from cxi^side 
is sure to stimulate both metabolism and the motion of sap 
very powerfully.^’ 

Herein lies a danger. Electrical energisation is liable to prc found- 
ly affect the established equilibrium in the plant system which might 
oven verge on morbidity. This is admitted by the author on p^tge 142. 
Complications due to the variable power of resistance to stimulus, varia- 
tions in climate and local conditions must of necessity make this Fub- 
iect a delicate and intricate one. The limits to tolerance have yot to 
be worked out for each individual crop under dit^erent conditions of 
climate and environment. This is no easy jYiatter and in any case the 
investigation is well a-bove the plane of the ordinary tenants’ inielli- 
gence ” (vide page 143). But it nrovi<les considerable food for thought 
for the scientist. 


V 

The electrical treaiment of plant diseases and pests, as also 
the relative tests with the various electrical methods applied to 
the potato crop, are matters that appeal to the scientific agri ul- 
turist and are of more than academic interest. Heavy yields, resis- 
lance to disease and economies in the application of manure by apnly- 
ing electrical stimuli, arc all of profound importance to present-day 
agriculture particularly in India, Hr. Nehru has done pioneer work in 
this direction which if further investigated may lead to results of far- 
reaching importance. 


0. M, n. 
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The Milk Supply of Lyallpur. Report on a Preliminary Survey, by 
S. Labh Singh, B.Sc., L.Ag. The Board of Economic Inquiry, 

Punjab. 1930. Pp. 20. Price As. 4. 

It is usual to picture a canal colony in the Punjab as a land of 
milk and honey ; Lyallpur, which is in the heart of a canal c )lony, 
is at any rate flowing with milk. The citizens of Lyallpur arcording 
to the above survey consume per capita more milk than the inh ibi- 
tants of not merely other famous cities in India but also those of 
hmropeari cities like London, Olasgow and Edinburgh. We should 
not forget, however, that the majority of tfie ]) 0 ]>uIatioTi at Lyallpur 
do not take other animal fords to the extent Europeans do. Allowance 
has also to be mad(' for the inferior ouality of milk at Lyall]mr. But 
there is no question that among Indian cities such high milk consump- 
tion is a sure sign of prosperity. 

This survey had its origin in the attempt to examine the correct- 
ness of the popular belief that the gujars or cow-keepers increase the 
criurntity of milk at the ex])ense of ouality by some system of feeding. 
This has becm (mtirely disproved by the disclosures of the careful — 
though for reasons stated not quite infallible — tests to which all sorts 
of milk wn*re subjeeted ii^ turn. Deliberate and skilful methods rf 
adulteration really account for low quality though the 
themselves sedulously foster the view that there is an inherent in- 
fcT’iority in the milk yielded by the city cattle. 

The scope of the enquiry gradually wn’dened itself into a survey of 
the whole field of milk siqqdy in the city. But it is admittedly inci- 
dental and preliminary in charactc'r. We have little or no data on 
Sf'ine vitiil points on which eonelusions have been advanced, e.g., the 
cf>sts of produetifm and sale of nnlk in t^Avn and country, the rate‘s of 
interest vuiid by giriars, the degree's of adulteration irraeti'^’ed bv pro- 
ducers, middlemen and retailers and the corresponding margins of 
profits. We hoi)e more intensive investigation on these points will 
follow. 

AVe are, however, prepared to believe that ‘‘ the gujar in spi^e ( f 
adding to his income by such illicit means is not wn^ll off.’’ This is 
said to be due to the high costs of produetlon in cities and the high 
rates of interest. Almost identical was the^ conclusion reached by Mr. 
A. Ourruth after a more elaborate survey of the Madras Dairy Trade 
in IDlL 8nld he; '"There is no question that wmre it not for the adul- 
teration practised, the dairymen could not live.” 

Legislative control of the sale of milk by prescribing standards of 
purity will, the brochure presumes, be comparatively easier in LvalL 
pur as the supply is sufficient and demand will not go down if there 
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be a rise in price as a result of restriction. We cannot be quite so sure 
of the inelasticity of demand even in prosperous Lyallpur, nor of the 
feasibility of guarding against fraud in respect of purity on account of 
the complexity involved in the production, side by side, of buffaloes and 
cows’ milk. 

If the present supply and present prices are to be maintained but 
purity achieved, a reduction in the costs of production is necessary. 
This can be brought about by an improvement in the milk yield, the 
removal of animals to a suburban area and the provision of cheaper 
credit. Suspicion of milkmen will grow unless purity is guaranteed by a 
trusted agency. The best hope of betterment lies in the building up 
of an efficient co-o})erative organisation in the interests of both pro- 
ducei's and consumers. 

K. C. R. 


Farm Accounts in the Punjab, 1928-29, by H. R. Stewart, I.A.S., and 

S. Kartar Singh, B.Sc. Ag. The Board of Economic Inquiry, 

Punjab. 1931. Rs. 2. Pp. 256. 

This is the fifth of the series of publications on ‘ Farm Accounts 
in the Punjab ’ and exhibits the results of close investigations made 
into the cost of lifting water from wells by bullocks and Persian 
wheels in districts noted for well-irrigation. The first four of the 
series were concerned with the study of costings on ciuial-irrigated 
farms, which cover nearly thrice as great an area. But the number cf 
permanent wells is on the increase and the potentialities for such irri- 
gation are quite great in several districts in the Punjab, though in a 
few there has been a marked decrease in the last twenty years. 

The main object of this enquiry was to collect data to find out the 
cost of lifting water in various centres by bullock power and in one 
or two centres by electric pumping on a small scale. The opportunity 
has been availed of to note down incidentally other items of cost cf 
cultivation and the practices that obtain in respect of production, dis- 
tribution and disposal of produce. We have indeed a formidable array 
of facts and figures, much of which are tabulated, running up to 259 
pages. Only the authors have not chosen to interpret the data not 
connected with their theme of the cost of lifting water. The patient 
student of rural economics who wades through the wealth of details 
will find interesting information as regards local agricultural praetices, 
e.g., the co-operative (unofficial) crushing of sugarcane, the use of 
tractors and even reaping machines, the distribution of produce 
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between the landlord and the tenant, the beatowal of alms to the poor 
from the harvest-heap. 

The method of calculating the cost of lifting water from wells, 
variously situated, is carefully explained which may serve as a guide 
for similar investigators in other parts of India. On the average a 
pair of bullocks had 180 days of work per annum on the holdings 
under wells, while in canal-irrigated tracts they had but 100 days’ work. 
But the number of animals kept on the same size of holdings under 
both systems of irrigation seemed to vary little. Only the animals 
lifting water did that work in addition to cultivation (ploughing, etc.). 
If for the latter work, the minimum number of animals required were 
not lower than those needed for both cultivation and irrigation, the 
economy of electric pumping compared with lifting by animal power, 
though established beyond doubt, could not be of much avail. 

The authors show that it is definitely cheaper to i)ump water by 
small pumps using electric energy than to raise water by bullocks. 
The cost of current is much less than the cost of maintaining a pair 
of bullocks. They have not included the cost of transmission lines, 
and they admit that the interest and depreciation charges on pumping 
j)lant are much higher than the same on Persian wheels : while the 
efficiency of the latter is much higher, if they are all-iron instead of 
earthen pots. The interesting suggestion they offer is that of connect- 
ign good iron Persian wheels to the electric supply. On the minimum 
number of average animals required for cultivation proper under 
different conditions of soil, water and crops, the authors seem to feel 
the need for more intensive investigation. If the number maintained 
at present could not be reduced the chances for electric installation 
for lifting water would be poor indeed. We eagerly look forward to 
the continuance of this scientific series of Farm Accounts. 

K. 0. R. 


The Land System of The Holkar State : A Commentary on the Indore 
Land Revenue and Tenancy Act (1 of 1931), by C. II. Wills, C.I.E., 
I.C.S. (Retired). Humphrey Milford, Oxford University Press, 
Bombay. Pp. 136, Price Rs. 6. 

The Indore Land Revenue and Tenancy Act of 1931, is a unique 
contribution to Indian Agrarian Legislation. It is a distinct improve- 
ment over the widely established land systems of British India which 
have been successful over a century, in spite of their defects. By this 
legislation the defects of the other systems— -Raiyatwari, Peasant 
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Proprietorship, Village landlord iuid Zadnindari of Bengal — ^have been 
removed and a lead has been given to the rest of the country, a lead 
in the right direction and at the right time. It has brought the 
state and the people nearer. If as is expected laws in the near future 
are to be made and enforced by the people’s representatives then the 
present Act goes a long way. It is an interesting piece of legislation 
and all interested in rural problems should read Mr. Wills’ book which 
contains an admirable exposition of the Act. 

The author of the commentary, being a member of the Committee 
on the Bill, seems to have imbibed the spirit of the Act and has very 
clearly explained and interpreted the underlying object of the state 
authorities in this book. The Act seems to be of special interest be- 
cause it is a declaration of x)rinciple and the adoption of the policy 
‘ agricultural land for the agriculturists.’ And from the Indian States’ 
point of view the Act is an exposition of the characteristic Khalsa 
Systmn. llecognizing the fact that the business of state is to cheek 
the growth of ‘ landlordism,’ and to maintain the Khalsa System 
under modern conditiorjs and to protect the small landholder, while he 
adapts himself slowly to the economic transition from ‘ status ’ to 
^contract’ . . . . ” The Act is a valuable document, on acra unt of 
the increasing pressure of the population on the land there is a keen 
competition to secure it and to see tlie cultivator safe under such 
conditions is the business of stfite and is the rural ]iroblem of the 
twentieth century. 

The move of the state is in the right direction and just according 
to the times. All interested in the agrarian problem of India should 
watch carefully the working of the Act and its effect. 

The book includes tbe Act, the notes on its sections and the ex- 
position of the principles which underlie the legislation. The printing 
and the getr-up of the book are excellent. 

M. S. 

An Economic Survey of TEHONo^^^1dtf^§|i^n the Jullundur district cf 
the Punjab. Inquiry conducted by Anchal Dass, B.A., under the 
supervision of H. Calvert, B.Sc., C.I.E., I.C.S,, Financial Com- 
missioner, Punjab. Punjab Village Surveys — 3. The Board of 
Economic Inquiry, Punjab. 1931. Pp. 346 and three coloured 
maps. Price Rs. 4. 

Though it was first in the Bombay Presidency that Dr. H. H. Mann 
in collaboration with some of his Indian assistants began the intensive 
study of rural life in our country, the Punjab among British provinces 
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and Mysore among Indian States have since gone far ahead of all 
other provinces ajid States in this particular domain of economic in- 
The Punjab has indeed been fortunate enough in having 
the services of such distinguished administrators as Darling, Calvert, 
Brayne, Strickland, etc., who have taken an unusual amount of interest 
in the economic progress of the Punjab and especially of its villages, 
and to wdioni the Punjab iieasant owes a good deal of the attention 
that is being paid to his well being by the Government and the public. 
The Board of Economic Inquiry which was first set up in the 
Punjab has been the model that other provinces have since beep 
copying. 

In the preface to the book, Mr. H. Chilvert, l.C.S., under whose 
personal supervision the inquiry was conducted, tells us of the sclien :e 
of publishing such surveys of twenty-nine villages — one from each of 
the twenty nine districts of the province. Of these, two (including the 
book undo)* review) have already been published, one is in press, and 
twelve more are under preparation. When all these twenty-nine 
surveys will be published, they will form an unrivalled store of infor- 
mation regarding the economic condition of the Punjab villagers. It 
is, however, hoped that too much time must not ela|>se between the 
various surveys imide, so that changes in the time element may not 
considerably alter the conditions prevailing at the different villages at 
different ])eriods of irivestigatiou. For instance, the conditions reveal- 
ed by the survey of Tehong village made in 1925 will hardlj^ bear com- 
V)ariaon with those of another village found out by a survey made now, 
without making sufficient allow^ances for the changes undergone by the 
Tehong people during this pretty long intervening |>eriod. And, from 
this point of view, we must say that in spite of the excuses put for- 
ward by Mr. Calvert, the publication of the book under review in 1931 
of an inquiry conducted in 1925 is rather too late. Let us hope that 
things will be expedited in the future. 

This big volume of over 300 large pagCvS is crammed with informa 
tion regarding the economic condition of the vilhigers of Tehong in 
the Jullundur district. Th<i survey is based on the questionnaire, ^ 
prepared by the Board of Economic Enquiry, Punjab, and used by all 
investigators, which has been Inserted at the end of the book as an 
appendix (Appendix B). The questionnaire is of a thorough and 
detailed nature and practically leaves no aspect of the economic life 
of a Punjab vilhige. Besides, the investigation has been carried out 
by an intelligent and capable person under the supervision of a most 
competent guide. The result is that the book is an elaborate study* of 
the economic life of the village in question, illuminated with a m^ss 
of statistics and a number of beautiful maps. An idea of the 
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thoroughness of the survey made can be had from the following 
chapter hejidings into which the study has been divided: 

(1) General ; (2) Cropping and Cultivation J (3) Irrigation ; 
(4) Holdings ; (6) Effects of Tenancy ; (6) Land Revenue and Taccavi ; 
(7) Indebtedness ; (8) Mortgages ; (9) Sales of Land ; (10) Sale ( f 
Village Produce; (11) Purchases iind Industry; (12) Price of Land; 
(13) Yield; (14) Rents; 115) Expenses of Cultivation; (16) Consurnp- 
tion. 

In addition, there arc four appendices, a good index and three 
maps. There are as many as 86 statistical tables and statements. 

It must, however, be confessed that the information collected is so 
varied and so minute that a lay reader is likely to be lost in the 
labyrinth of statistical tables and figures without arriving at any 
definite conclusion as to the general economic conditions of the in- 
habitants of the village. Put “ it is no part of the object of the Board 
of Economic Inquiry,” observes Mr. Calvert in the Preface, to 
draw deductions from the information collected ; it seeks to collect as 
accurate data as possible and to present them in an orderly manner. 
It may be held by some that the information printed in the following 
pages is t-oo detailed ; to this the reply is that the information set 
forth is really the answer to the question : How do people live on the 
small holdings in a congested district like Jullundur'l” 8o far as the 
collection of data and their presentation in a scientific manner are 
concerned, both these dbjeets have been very eminently fulfilled by 
the present volume. Still, it would have perhaps been also as good 
to draw some general deductions instead of treating the investigation 
as a mere collection of raw materials. 

The village of Tehoiig lies in the Jullundur district of the Punjab, 
a fertile tract in the lower plains of the province. It is a fairly large 
village with a population of more thjiii 2,000 people, the majority of 
whom are Mohammedans, and with an almost equal number of acres 
of cultivated land. The remarkable feature about the population of 
the village is that, notwithsttwiding various measures of rural uplift 
.adopted in recent times, it is of late showing rather a downward ten- 
dency and hae been almost stationary since the middle of the nine- 
teenth century. The village being a thickly populated one, the evil of 
small fragmented holdings prevails to a considerable degree, though 
the spread of the co-operative movement has brought about consolida- 
tion in quite a number of cases. Unlike many other places, the amount 
of mortgage debt of this village does not show any considerable rise 
in spite of rise in land values. The effect of the latter is, however, 
reflected in the. smaller amount of land mortgaged in later years. 
Thus, while the amount of mortgage debt increased from Ra. 14,370 
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in 1809-1900 to Rs. 17,453 iu 1923-24, the average mortgage value per 
acre went up during the same period from Rs. 153 to Es. 740. 

While going through the debt figures and other particulars *ab )ut 
the economic conditions of the Tehong people collected by Mr. Anchal 
Dass, the reviewer cannot help being rr minded of liis own sad experience 
in connection with a much humbler attempt of his with regard to con- 
ducting a survey of the economic condition of the students and their 
families of a College in Allahabad. The questionnaire issued in that 
connection brought down the wrath of the whole Bengalee community 
of Allahabad upon the poor investigator who was considered by some 
as a C.T.l). agent, with the result that it had to be withdrawn and 
the investigation given up ; because, the questionnaire, though of a 
much less detailed nature than that of the Punjab Board of E(;onomic 
Inquiry, was considered by them to be an extremely offensive one inter- 
fering with their })rivate affairs. This is by the way. • 

The get-up of the book under review is excellent, and it is in every 
respect a welcome publicalion. Taking into account the size of the 
book, the cosily maps and the nice get up, the ]>rice of Rs. 4 cannot 
be considered as tod high. We congi'atulate the authors on the splen- 
did output. 

S. C. B. 


Thk Mineral Wealth or Tnuia. by J. P. Gupta, M.A., B.Com., Com- 
merce 1 )e])aitinent, 8. M. College. Cbandausi. Pp. 65 and three 
appendices. 

This is a booklet hardly deserving of any review in a learned 
])eriodical like the Indian Journal of Economics. In sy)ite of a page 
of errata, there still remain spelling and various other mistakes too 
numerous to be mentioned here. Punctuations except full stops have 
rarely been used, and the definite article has been inserted or omitted 
at random. The book also abounds in all sorts of grammatical mis-% 
takes, such as plural subjects vdth singular verbs, wrong idioms, etc. 
Quotations have been made without giving any references in the foot- 
notes. The statistics are also not uv> to-date. When sufficient allow- 
ances have been made for all these blemishes, some useful information 
regarding the mineral resources of India can be gathered from this 
booklet. But that hardly justifies the claim of the author as made by 
him in the Preface : 

The reason for bringiTig out this smal] book is to provide foT 
the long-felt want on the subject/* 
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The materials collected are scrappy, and any standard book on 
Indian Econonjics ^e.g. , Jathar and Beri’s Indian Economics) supplies 
an eqtial amount, if not more, of information as has been provided by 
the author in his compilation in a rather unsystematic and confused 
manner. 

Should a second edition be at all called for, we should advise the 
author to get the proofs carefully revised and corrected by some 
competent person instead of hurrying the book through the press. 

S. C. B. 


Provincial Finance in India, by Dr. Pramathanath Banerjea, M.A., 

D.8c. Macmillan and Co., 1929. Pp. 367. Price 10s. 6d. 

Dr. Banerjea/s book Provincial Finance in India ” is an interestr- 
ing and valuable addition to the limited number of books on Indian 
Public Finance. The subject matter of the book is one which has al- 
ways been cf interest to the students and scholars of Indian Finance 
and also one that shall continue to be of interest to them long after 
India has become a full-fledged federation. In this book, as in no 
other book, we find a Comprehensive accoimt of the historical develop- 
ment of financial decentralisation in India. The facts become more 
valuable as they are derived from original sources. 

The book is divided into ten chapters, the first two of which g've 
an account of Indian finance before the introduction of decentralisa- 
tion. The next three chapterB are devoted to the study of the gra- 
dual development of decentralisation, winch are followed by three 
more chaptyers tracing the history of the Reforms and the working of 
the new system. The last two chapters review the financial I’ositioTi 
of the provinces and offer suggestions for innirovement. The oppor- 
tunity for the exyiression of originality is thus afforded by the last 
two chapters. 

Till 1833, the author states, the three presidencies had their 
financial systems separated from one another. The method of levying 
taxes and financial procedures were different. But the surplus reve- 
nue of one Presidency (always Bengal) was utilised to meet the deficits 
of the other presidencies. On the whole the finances showed a sur- 
plus of about €600,000 a year. 

The Act of 1833 introduced financial centralisation for the first 
time in India. The Central Government took the fullest advantage of 
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the power thus vested in them and this discouraged the local govern- 
ments from taking any pains to increase their revenue or ]u*acti8e 
economy of expenditure. Grants were made to the province's on esti- 
mates of their needs- “"estirnatcis which were bound to be very unsatis- 
factory. Deficits began to appear and recourse had tf) he had to 
heavy borrowings. After the Mutiny it was realised that some 
degree of initiative must be transferred to the provincial governments. 
Many schemes were put forward but none was adouted 

In 1871 decentralisation w^as introduced. Such services as ’a’ls. 
registration, police, education, medical, printing, roads, public im- 
{)roveTnents and civil building were made over to orovincial g •vern- 
ments, who reeeived all the receipts accruing from them. The central 
go^’ernment made a fixed granf to the vu’ovinces bascMl on the expen- 
(bture incurred in 1870 71, for the discharge of these services. Any 
deficiency was to be made up bv the levy of tnvps. Much dissa'is- 
fnetion was felt at the fixed grant ( f income and all the provinces 
expressed theii' desire that a portion of the urcvincial revenues should 
bo made over to the resoective provinces. The inelastic nature of 
provincial incomes, which is the cause of much discussio n and dis- 
cgaitent today, was felt even in those early days. Tn l!^77 the num- 
ber of services made over to the provinces was enlarged by the addi- 
tion of such subjects as land revenue, excise stamps, and law and 
justice. This was counterbalanced by the grant of n'venue from law 
and justice, excise stamps and some miscellane^^'s items. Madr^^*, 
however, preferred to continue the old seitlement of 1871. Tlie 
arrangements made with Burma and Assam were changed in 1878. 

Tn 1881 the grant of fixed sums to provinces was renbiced by a 
division of souree^s of revenue betweem the central and prcvinc’al 
governments. The nrovinces obtained the incomes from provinci'^l 
rates, law and justice, public works and educati<m and one half of 
the receipts from forests, excise, license-tax st'orois and registration. 
A fixed riercentage of land revenue served as the halancmg factor. 

In 1887 the contracts with the provinces '’' ci’c revised and the r 
share of the revenue was reduced to enable the central government 
to free itself from an acute financial distress can ed nninly by 
heavy military expenditure and the fall in the value of the rupee. As 
this gave inadeouate relief to the central government it was declined 
that the provinces texcept the Punjab) should make a contribution m 
aid of imperial revenue in 1889-00. 

In 1892 the contracts were again revised and the central g vem- 
mont obtained a further help from the provinces. Tn 1894 they v ere 
again called upon to contribute to the imperial revenue a sum rf 
Bs. 40,50,000, which was restored the next year. 
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All these revisions of contracts in favour of the central govern- 
ment were indeed very disheartening to the provinces. The remark 
made by the Lieutenant-Governor of Bengal in 1B96 in the course of 
the debate on the budget is worthy of note in this connection. 
“ The provincial sheep,” he said, is surnniarily thrown on its back, 
close clipped and shorn of its wool and turned out to shiver till its 
fleece grows Jigain.” 

In 1904 the hitherto periodically changing contracts were made 
semii ))ernianent and thus one of the defects of the old system was 
rennedied. The provinces secured a slightly smaller share c f growing 
revenues. The division of resources between the central and |)rovin 
cial governments remained, more or less, unaltered. When any head 
of revc^nne was divided, -the corresponding head of exv)enditiire was 
also divided in the same proportion. Some ])rovinces obtained as 
much as three-fourths of the divided heads. The central government, 
however, reserved the right to alter this distribution, and this right 
was exercised in the case of some provinces. These semi -permanent 
contracts were made permanent in the year 1912. 

The changes that took place after the War in the financial lela- 
tions between the Government of India and the provinces are, com- 
paratively speaking, recent, but for a detailed and somewhat critical 
account the student should refer to the sixth and the followiiig two 
chapters of the book. 

Tn the last chapter,, in which some constructive criticisms are 
offered, the author lays bare the defects in the yiresent financial sys- 
tem. The defective distribution of resources between the central and 
provincial governments and the unequal or rather the inequitable 
allotinents to various provinces arc carefully explained. Not only do 
the provinces suffer because of the extending nature of the functions 
which they have to perform and the inexp/Uisive and inelastic sources 
of income which are allocated to them but also because the scheduled 
taxes themselves are, in their nature, either difficult to assess and 
levy or only slightly productive. The rival claims of the central and 
provincial governments on the proceeds of the export duties, the 
excises, the income-tax and stamp duties arc examined. The more 
complicated problem, however, is to find out a proper basis of distri- 
bution of provincial revenues between the various provinces. Three 
tests are pointed out, namely, those based on revenue, population and 
needs. Of these the author favours the first, since it is more practicable^ 
but suggests that a combination of the three criteria is likely to yield 
the best results. The equitable distribution of revenue based on such 
criteria can then be secured most satisfactorily, the author helieveSi 
by a reversion to the policy o! divided heads, 
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Dr. Ranerjea’s book should be read at least onoe by all post- 
graduate students of public Finance. To the teacliers of the .sub;ect 
the book will be very useful. 

J. K. M. 


Travancore Administration IlF/roRT, 1929 30, Superini eudeut, 

Government Press, Trivandrum, 1931. Pp, 291. 

Travancore is one of the most enlightened states cf India. It 
occupies the 8outh West portion of the Indian Peninsula and has an 
area of 7,625 square miles with an estimated population of forty-four 
lakhs in 19;K). It has a heavy rainfall of 89 inches per annum and 
exti'cmes of tempei'ature are unknown in the major [loition of the 
country. Villages and village-life are practically unknown except in 
parts of South Travancore. In rural areas j^eople live in detached 
homesteads, each living in his own tree ])lanted and walled -in garden. 
Travancore has its own currency. The silver rupee is equal to 28 
chakrams. The value of each chaki'am is nearly 6-74 pies. 

The Administration Report of Tra-vancoi'c State for 1929-30 (11C5 
M.Pl) contains a bi'ief summary of the activities of the various cle- 
|)artments of the state and gives much information which would un- 
doubtedly be very useful not only to the people of the Travaneoie 
State but also to the I'ulers of native slates and the i)eople cf India, 

It is very gratifying to note that for more than half a century the 
Maharajas of Travancore have treated the resources of the state as 
public funds in the strict sense of the term, appropriating to their 
own use a very modest civil list. The proportion of the civil list to 
the total revenue declined from 8-6 per cent in 18B8-S9 t:) 3-63 per 
cent in 1929-30. The ruIei'S of those states in India who consider the 
j evenue of the state as their private property and who exti avag intly 
spend more th^un five per cent of the total revenue on their per.sonal 
requirements would be well advised to emulate tlie example of the 
ruler of this well-administered state. 

The proportion of revenue spent on nation building departments 
such as Education, Agriculture, Cooperative, Industries, Public 
Healthy Sanitation, etc., in the Travancore State is much greater tha-n 
that spent on the same items by the British Government in any part 
of British India. On account of the wise policy of the state, the 
general condition of the people living in the state is undoubtedly 
much bett-er than that of people living in British India. Travancore 
State has perhaps the lowest death-rate in India. The death-rate for 
the whole state in 1929-30 was as low as 12*23 per thousand. In the 
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municipality of Attingal the death-rate was only 8 per thousand. Thd 
infant mortality rate for the whole state in 1929-30 was 83 per 
thousand. 

7h’avan(‘ore now stands in the forefront of educated India. Fiom 
the report we find tTiat in 1929-30 the state spent nearly 20 per cent of 
its revenue on Educatit>n only. If the Provincial Governments in 
British India spend propcrtionately as much money on Education as the 
Travancore State is doing, the total money to be spent on Education 
^ would be forty or ores of rupees which would be more than three 
times the present expenditure on Education. We would strongly ad- 
vise the members of the Indian Legislature to study the budget of 
Travancore State very carefully with a viev to get as far as possible 
the same prcporiion of money spent in British India on various iten s 
of expenditure. 

The report under review contains a coloured map of the Travan- 
cci’e State and many usefid charts and diagrams. It undoubtedly 
deserves very careful study, 

I). S. I). 


Growth of Traht; and Industry in Modern India : An Introduc- 
tory Survey, by 0. N. Vakil, S. 0. Bose and P. V. Deolalkar. 

Longmans. 1931. Pp. 398. Price Rs. 7-8. 

This work is the sixth of the series — ^Studies in Indian Economics 
— edited by Professor C. N. Vakil of the University of Bombay. The 
work, Prof. Vakil tells us in the Preface, is based partially on the 
material of the two theses -one by Mr. Bose on the Foreign Trade of 
India and the other by Mr. Deolalkar on Textile Industries in India— 
prepared under his guidance during 1926 — 28, and partially on the 
additional material collected later. He also informs that Industry in 
the work does not include Agriculture and that Trade generally means 
Foreign Trade. 

The work as its title indicates does not claim to be an exhanative 
account of the growth of trade and industry in the country during 

modern times generally from 1860 to the present day, but only an 

introductory one. It deals with the articles of industry and trade 
under the heads Articles of Food and Drink, Textiles, Minerals and 
other Articles — such as Matches, Paper, Oil-seeds and Hides . and 
Skins. Under these different heads, it should be noted, only import- 
ant articles and not all articles have been considered, yet the selec- 
tion has not been entirely arbitrary, because it has been made as far 
as possible with reference to the importance of the articles, the avaiU 
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ability of information and so on.” It should be noted further that 
the historical treatment of the industry and trade in the various 
articles which the work purports to give is given only in the ease of 
those commodities in which history was of iniporiance and not in the 
case of those in which it had no significance owing to their recent 
growth. It is pointed out and very rightly that the reader may not 
expect a uniform treatment of the commodities surveyed in this 
volume, because the treatment has been adopted to suit the iieculiari- 
ties of each commodity.” 

The work surveys quite clearly the gemual trend of the growth of 
industry and trade in modern Indiii — ^a trend which is to form the 
basis for the construction of an industrial policy for the coLiutry. 
The problem of laying down the prineiples of that policy is to be 
taker) up, we are told, in the next volume of the series. But what 
these principles are going to be can be somewhat gathered from what 
h said in the Introduction of the irresent work. There after discussing 
the effects of the rapid dcvelojmient of our foreign trade which has been 
the main characteristic of the modern times in India, it is said, 
“We, therefore, arrive at the conelusion that though the growth of 
our foreign trade has to some extent helped Indian agriculture, a 
policy of developing the industries of the country by restricting the 
free progress of foreign trade would have been much more beneficial. 
We may, therefore, unhesitatingly assert here that the so-called free 
trade policy of the Government of India, which led to the unhamper- 
ed growth of our foreign trade to the disadvantage of the industrial 
progress of the country was a fatal blunder. ... A right policy would 
be a system of i)rotection which will guarantee the growth of various 
industries in tlie country, and at the same time aim at obtaining the 
maximum gain by participation in the international exc^hange of 
goods.” So the development of industries by a system of protection 
will be the chief item of the fiitine industrial policy of the country. 
But the growth of industries will be such as to relieve ” the pi essure 
of population on agriculture, so that there may be a balanced divi- 
sion of labour between different sections of the x^cople, in order to 
exxdoit the resources of the country for the ultirnat-ti good of the 
people themselves.” 

The volume shows a careful and well-digested study of the various 
sources studied by the authors in its i)reparation. It is a very valu- 
able addition to the series which Professor Vakil has been so ably 
editing and of some volumes of which he is himself individually or 
jointly the author. We congratulate the three authors whose joint 
labours have been responsible for bringing out this volume. 

G. D. K. 


F. 17 
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The KSALAKtEs of Pohuo Officials ik Ikdia, by i). R. Gadgil. 

Printed at the Aryablmshan Press, Pboha City, 1931. Pp, 50, 

Price Re. 1. 

This short study makes its appearance at a very opportune time. 
The i)roblein of the salaries of public officials in India has assumed a 
very great importance. The Central Government as well as the Pro- 
vincial Governments are faced with huge deficits and find it veiy 
difficult to make both ends meet. Then the Indianisation of the 
services is making great progress and European recruitment is on> 
the decrease. At the top of these things the demand for the 
extension and development of the nation-building departments is on. 
tlie ineTease : but the heavy cost of administration makes it extremely 
difficult to pay as much attention to that demand as it deseives. A 
radical reform of the salaries thus becomes a great desideratum. The* 
future of the country is greatly bound up with it. Mr. Gadgil’s study 
discusses the (piestion of the reform of salaries in India, in an abk^y 
detached and ciitical way. It is divided into two parts for the pur- 
pose. In the first part the present position of the salaries p lid lo 
Indians is considered and in, the second part the principles on which 
the new scales of salaries are to be biised are discussed. 

The main conclusions to which the study of the whole problem of 
salaries in India leads the author are briefly, first, that the salaries of 
the higher grades in India are higher than in any other country and higher 
than what the finances of the country would warrant; secondly, lhat 
the Imperial Services have set the standard for salaries which has to be 
f( flowed in all other services and employments: thirdly, that the 
differences in the different grades of the same service are more marked 
ill India than in any other country ; and lastly, that the gulf between 
the earnings of the labouring classes in India is much wider than can 
be seen anywhere else. 

“A relation,” he says, so unequal among the various grades and 
a salai’y level so much higher than the income of the masses in India 
could be justified c:nly on one of the following grounds : (1) That the 
supply of l eeruits of the type required is restricted ; (2) That there is, 
as a fact, greater inequality amongst various strat^i of Indian soc'e'y 
ill an elsewhere : (3) That the social position held by the official is tradi- 
tionafly higher than elsewhere.” He holds and we agree with him that 
'‘none of these contentions can be held to be valid in India.” 

The new scales of salaries, he suggests, should be built upon a 
consideration of Indian conditions and of Indian finances. There 
should in the first instance be laid down a minimum for the lowest 
grade of government officials, and then the higher grades above -tbat > 
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nmiimura should be so framed '' as not to be higher than what is jiist 
necessary to attract the higher type of recruit.” We are at one with 
the author here. 

The author does not definitely tell us what should be the mini 
mum salary of the lowest grade, nor whti!t should be the umximum 
salary. But he seems to agree with the recommendation of ihe 
Madras Salaries Committee that the minimum pay of a clerk should 
not be less than Bs. 30 and with regard to the highest salary remarks 
•that the limit of Rs. 500 as proposed at the Congress at Karachi is 
not “ as absurd as a number of solemn people have tried to make it 
out to be.” It is cevtahily very diffumlt to set the lowest or the 
highest lirnits—vso nhiiiy things have got to be considered in arriving 
at them. 

The study is a very clear, able and valuable one. It should be 
gone through ‘by all tlu^se who have the intei'ests ( f tin* country at 
heart. 

C. 1). K. 


The Tni>i.\n Peasant Cphootet): A Hludy ( f tlie Human Machine by 
Margaret Read. Longmans (been and Co.. Ltd., (‘ahutta. Price 
Os. Pp. 256, 

The Hon'ble J, H. 'Whitley, th(‘ Chairman of the Royal Commis- 
sion on Yndian Tjabour, used no wmrds of exaggeration when in hi« 
ForetiVnrd to Misst Margaret Read’s book the ” Indian Peasant IJp- 
roohed ” he referred to it as a remarkable achl(‘vement.” 

The book is not a mere paraphrase of the Re])ort and ihe eightee)i 
formidable volumes of the evidence, which a hasty reader may con- 
sider it to be. It is far greater than that. The author has succeeded 
in presenting the entire field of Indian Labour with its complex and 
growoing iiroblein as reviewed by the Royal Commission with masler- 
ly accuracy, clarity and brevity and has thus rendered a great serv ce 
to the general reader and to the cause of Lfibourer in particul ’r. 
There would be comparatively few wdio would set themselves Ihe 
voluntary task of going through the pages of the main Report, and 
still fewer who would face the study of IR large volumes of Ihe 
Bvidence. ITie alternative is the “Indian Peasant TT|)rooted,” a neat 
and handy volume, which once taken up cannot readily be put down 
unless one has read it to the end ! 

But more Ithan portraying with faithfulness the condition of 
Indian Industry and Tjabour as revealed to the Royal Commission, 
Miss Read’s own great contribution has been that she has in a po g- 
nant and penetrating manneT driven home to our hearts the crying 
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appeal to the millions of India's labouring men, women and childrett. 

Give me the right to work without paying bribes,” Give us a 
clean bust! to live in, away from so bad smell,” Deliver us from 
debt so that we may live better,” are the cries that rise up from our 
industrial centres and mining areas. In graphic personal illustra- 
tions she has by simple skill and true sympathy shown the wretched- 
ness of lives of the people who were in our mines, factories and plan- 
tations. These sketches are strewn iicross the pages of this arresting 
book, but probably none is more pathetic than the story of Sonoo 
on Pay-day given in Oha|)ter VITI. 

While she touches the hard facts of labour in Indian iiulustry 
with fonder sympathy, yet she is not forgetful of the difficult and 
stubborn facts of the general }H:verty, backwardness, inexper’e^ice 
and weakness of the Indian industrial situation. She recognises that 
many of the existing evils cannot at once be eradicated. Yet in ac- 
tion is not her remedy. She clearly sees possibilities of the mass of 
Indian workmen being surveyed in no distant futui’e by the ideas of 
Soviet Russian Communism. Such ideas as these cannot be kept out 
of India or any other country any longer. She feels that the situa- 
tion can be saved by concerted action from the side of the Kmv)loyer, 
the Government, the worker and the general public. The share of 
})ublic o]nnion she suggests is not an insignificant one. In this regard 
she feels that ))hilanihropie'and religious bodies and univei'sit’es in parti- 
cular can render great services. Her own book is destined, one ho|)es, 
to be an important cause in stimulating public attention to these 
great pi’oblems, and harness public good-will and effort to tlie amelio- 
ration of the working man and woman in India. 


S. K. R. 
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